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ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
(continued) 


Mr. Chairman: I see a quorum. 


Mr. Mackenzie: Your guys haven't been told what they're 
going to do yet with all the independent papers. 


Mr. Chairman: With all the independent thinkers amongst 
the Conservative Party, that will remain in doubt for some time 
probably. 


Mr. Mackenzie: Your own guys tell me they don't know 
what the orders are yet. 


Mr. Chairman: I won't engage in a debate on political 
discipline. 


Since I announced the additions to your binders the last 
day, for purposes of the record I might indicate that exhibit 53 
is now with you. It is a committee research officer's Highlights 
of Saskatchewan's Submission to the National Pensions Conference. 
Exhibit 54 is by Claude Castonguay, Public and Private Dimensions 
of Pension Reform, an address to the National Pensions Conference, 
Ottawa, March 31, 1981. Exhibit 55 is a submission from the Board 
of Trade of Metropolitan Toronto. Exhibit 56 is a submission from 
Mr. D.S. Juneja, president, William M. Mercer Ltd., dated August 
Tag wIS ls 


Exhibit 57 is a submission from the Financial Executives 
Institute. That is in your binder, and those are the gentlemen who 
are here this morning. Exhibit 58 from James E. Pesando is The 
Report of the Royal Commission on the Status of Pensions in 
Ontario: A Discussion Paper, Institute for Policy Analysis, 
University of Toronto, March 1981. 


BXNEDit’ 59°rPtiisws a ’submissionyv trom (the "Canadian “Labour 
Congress--and we heard from them yesterday--and exhibit 60 is a 
submission from the Ontario Federation of Labour. We, of course, 
heard from them yesterday as well. 


Mr. Epp: Excuse me, Mr. Chairman, does the clerk have an 
updated agenda? 


Mr. Chairman: The clerk advises me that he will have the 
updated agenda distributed this afternoon, if that is satisfactory. 


Mr. Epp: Good man. 


Mr. Chairman: We are fortunate this morning in having 
with us Mr. ‘Ken Smith; "Mr.*Cecil-White andeMr. William HeEwrtt, are 
from the Financial Executives Institute. As I mentioned earlier, 
their submission is exhibit 57. 


Gentlemen, welcome. I will turn the meeting over to you. If 
you would be good enough to make your submissions, we then will 
respond, I am sure, with questions seeking answers. 


Mr. .Ks He. Smith: ;Thank’ you very much, oMr Chairman. | We 
are very pleased to be here and, hopefully, we can impart some of 
the experience we have gained through a rather significant study 
of pension issues over a fairly long period of time. 


I might mention that the Financial Executives Institute is a 
body of about 1,100 members in Canada and about 12,000 plus in the 
US. These people are senior financial officers of the larger 
corporations in Canada. There are about 600 companies represented. 


102200 a.m 


Mr. Chairman: Could you indicate what corporations you 
are associated with? 


Mrs (cK Jee Smiths Asintarce ase -thaty is concerned, -MrasececiL 
White is vice-president of Metropolitan Life. In Ottawa, he is an 
actuary ii~and shelwis® alsoii.the schiel “iinancial officer soraurhat 
organization. Consequently, he has had a great deal to do with 
pension plans generally and has had a very keen interest in this 
area and, in fact, all employee benefit items. He is currently 
chairman of the employee benefit committee of the Financial 
Executives Institute Canada. 


Bill Hewitt iS manager of pension funds investments’ for 
Imperial Oil Limited and consequently is quite expert from a 
financial aspect of pension plans. In addition, he has had a great 
deal of experience in the pension plan benefit structures and the 
philosophy of them. 


He has been chairman of our committee, which over the years 
has conducted very significant pension Surveys and, indeed, we 
feel the most in-depth pension Surveys made in Canada. He was very 
largely responsible as chairman of the committee that presented a 
brief to the Ontario royal commission some years ago. He has had a 
very deep and abiding interest in this area. Consequently, I feel 
that we have a two people here who are quite competent to give 
something of their experience. 


I am the president of FEI Canada full-time now. I was 
formerly with George Weston Limited as vice president/secretary 
and while I was there I had responsibility for the pension plans 
within that organization. 


Inter jections. 


Mr. K. H. Smith: I would gather most of the members of 
the committee have at hand the brief that we put together rather 
quickly for this committee. If there are any who do not have it, 
we have additional copies here. 





Mr. Cousens: Could I have one too please? 


Mrs Keto ive tSmi thee Asiidl mentioned, <\iwes uhave had» «.some 
experience in this area. If this committee would like, we could 
provide to them a copy of the latest survey that we have done, 
which was published in 1980, our fourth pension survey. The fifth 
one has been completed but is now in the process of being put 
together and will be published later on this year. I can leave a 
copy of these for you. 


Another study that would be of interest to you is called 
Canada at the Pension Crossroads, which was published back about 
two years ago. It is a very fine study which has analysed the 
responses from 4,000 pensioners. It delves into not only the 
formal pension but all forms of retirement income to determine 
whether or not or to what extent pensioners are able to cope with 
living costs. 


I would commend both of those to you. If you would like to 
have copies of Canada at the Pension Crossroads, I can make those 
available to this committee. 


Mr. Chairman: Of the second publication you mention, we 
had a limited number. I think we had one for each party caucus of 
Canada at the Pension Crossroads. If you have additional copies-- 


Mr. K. H. Smith: Yes, we do. 


Mr. Chairman: Then we would be appreciative because we 
did not attempt to photocopy these. Thank you. 


Mr. K. H. Smith: Perhaps we might proceed, Mr. Chairman. 
Cec White has been the one who has largely been me Sense be for 
putting together this submission. 


Perhaps it might be as well for us, first of all, to ask him 
to give a sort of an overview of the presentation and then perhaps 
you will throw some questions at us. 


I would like to emphasize very clearly that we are not 
trying to push a particular position at all. We are here to try to 
assist this committee by providing objective information as 
Cicarlytas “we scanMVand to “try *toliassistetyout@miniSyoure: gobs of 
analyzing this whole subject of pensions for the benefit of the 
Ontario government. 


\ 


Cec, would you like to present this? 


Mr. White: Mr. Chairman, in line with what President 
Smith just said, we are here to perhaps add to the understanding 
and comprehension of the members of the committee, particularly 
with regard to pension plans. We are not talking too much about 
social security. I should lead off by saying that I think the 
value of what you may find in our submission--and it is very 
short--flows mainly from two sources. 


First) cofmcall feethere cotsbhvabued ang! andncial,.pxeccutives 
Institute Canada's annual surveys of pension plans in Canada and 
the various studies we have made, like Canada Pension Crossroads, 
and so on, but more recently and more particularly, I think, there 
is value that flows out of the National Pensions Conference last 
spring (in. «Ottawa. Tiethink) tit? cisd ‘ae Gairagstacements that q-cur 
delegates--we were the delegates to that conference from Financial 
Executives Institute--and other delegates from national 
organizations, representing in a general kind of way the sponsors 
of pension plans, came out of the conference feeling quite 
positive about it and about the various things that emerged, the 
consensus that was reached. 


Some of them are reflected in this submission. I am majoring 
on this because I think you might find it helpful later on in your 
Geliberations as to what you are going to recommend to _ the 
Legislature of this province in the way of action. 


If I could start on the second page of our submission, the 
long paragraph in the middle of the second page is drawn from our 
survey in 1980. Its chief purpose is to present to people in a 
factual . wayiathetipointl thatyoLrt syouwhad the ™ abidity * tom takevrra 
snapshot, as of today, of all the pension plans in effect in this 
province, many of which have been in effect for many years and 
many of which are quite mature plans, you would probably find 
about 80 per cent of the work force of the employers that have 
those pension plans actually participating. That would be the case 
on the day you took the snapshot. That is the result found from 
our survey in 1980. 


I will admit that is a Canada-wide survey, but I would claim 
that it is just as apt in this province, perhaps even more so, 
than in other provinces. The point that I am trying to bring out 
here is that an employer-sponsored pension plan can do a very 
effective job in providing pensions for employees by bringing the 
employees into the plan somewhere around age 25--age 23--sometimes 
as early as 21, but more customarily around 23 to 25, after a very 
short eligibility period--say, one year's service--something of 
this nature. 


The point I want to emphasize is that participation in the 
plan for pension purposes is really from roughly age 25 to 65. It 
is that 40-year span that is important. All the younger people who 
are working in this province for various employers prior to age 25 
will enter their plans as they reach those ages and will come out 
with adequate pensions provided that, comingee out. “cE oitie 
deliberations of this committee and other work that is going on, 
private employer-sponsored plans, which we represent today, move 
in the direction of the improvements which are recommended in this 
submission. They are in this submission because, in our view, what 
we say in here is generally acceptable to the sponsors of private 
plans. We cannot claim that every sponsor would agree with 
everything we say in here. That would be too much to expect. In a 
general way, what we say in here your committee can rely on. 


For example, we will be talking in a few minutes about 
improving the vesting. It was perfectly evident last spring at the 
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National Pensions Conference that the sponsors of pension plans 
are prepared to go at least as far as recommended by the royal 
commission, and perhaps even beyond it. We think they are prepared 
to go just as soon as possible to, say, vesting after five years 
of service or when age plus service add up to 45, if that happens 
to be earlier, to protect the older employees. 


LOs 30nas Ms 


Mr eeawsil lamse? eMayesig justesinternupt® formar momenttead jam 
SUST RICE VINgNe tome gets rancpoin tecof wclanifiication:» ‘Inzarnvounarinktial 
statistical information that you gave us about the 80 per cent 
factor and so forth, it is my understanding that, in referring to 
these percentages,, you are relating it solely to the large 
€or ponateersectondyotrimhichss you ckhares representative:hsandnenot 
necessarily speaking on behalf of what we identify as the small 
business sector. 


Mr. White: That is correct. These are 205 primary plans 
and 43 supplementary plans from relatively large employers. 


Mr. Williams: This is large industry that we are 
addressing ourselves to and your statistics are speaking to. So we 
are not necessarily covering that other area of the private sector 
which relates to small business. 


Mr. White: That is correct. 


Mr. Hewitt: Except for the fact that the coverage 
analysis in the Financial Executives Institute of Canada report 
does delve into the money purchase plan, if you will, and comes up 
with a total analysis of coverage of workers for some kind of 
savings or pension-- 


Mr. Williams: In that number--205 corporate respondents 
as you identify them--what would be the smallest firm involved as 
far as number of employees goes? Are we talking about 200 or 300 
employees? Just to get an appreciation of how big your corporate 
clients are here so that we know what we are talking about, is it 
the really big national corporations or large ones by provincial 
standards or whatever? 


Mr. Ke Hi Smith: Mr. Chairman, we have about 600 
companies represented, so we have to go down beyond the very large 
ones. 


Mr. Hewitt: I believe some have even fewer than _ 100 
employees. It is perhaps better to classify it in terms of net 
worth. Membership in Financial Executives Institute Canada is by 
way of individual, but in order for an individual to qualify for 
membership, one must be affiliated with a corporation that has a 
net worth, equity in the business, of at least $5 million. In 
terms of the 205 corporations surveyed, I believe there were a few 
--possibly fewer than five--I would have to look at’ the 
data--employers who had fewer than 100 employees. In other words, 
some businesses were very capital-intensive. 


There is a section in the report on Survey of Pension Plans 
in Canada, March 1980, that does define the profile of the sample 
in) terms: of sthe asize jofy.tunds;.in) termse.of :thesssize: 0 fistae firm 
itself, in terms of net capital employed, shareholders' equity, 
the number of employees and covered employees. It is, if you will, 
a fact book, a data base, that was referred to earlier in the 
prologue. 


Mr. Chairman: Your figures or numbers apply to Canada as 
opposed to Ontario. I asSume you are a Canada-wide organization, 
so I guess we have to put this in that context as well, although I 
appreciate what you are saying in terms of Ontario vis-a-vis other 
provinces, in terms of industrial development. 


Mr. White: I just want to say that in the few days we 
had to put this submission together we didn't have time to analyse 
out the Ontario data. If the committee wants that done, you ask us 
after today and give us adequate time--which wouldn't be very 
long--and we would certainly make a good stab at that. 


Mr. ‘Chairmams: auonidontt..wanten vou: st0, bess apologizing. We 
should be apologizing for that because it was us who put the 
pressure on you to come forward quickly because of our particular 
time frame so. 


Mr. White: I guess we are all under some type of 
pressure. 


Mr. Chairman: I hate to interrupt you. 


Mr.. 2WidLiams +: Carry’ ,»on. elhatweelariftes-y htte foragme aed bank 
you. 


Means K.. 914 i°Smith : </Mre> 9 Chadiamanqigs aniust gepustiiadd, guhnatera 
figure of five million was mentioned. At that time the threshold 
was two million. We have recently changed the factors to adjust 
for inflation since-- 


Mr. Williams: The capital net worth? 
Mr. Kes Hes Smiths The netuworth. 


Mr. White: The point I was making, Mr. Chairman, is that 
with the improvements in employer-sponsored pension plans relative 
to vesting and relative to preservation of value and portability, 
which we will discuss in a few minutes, this 80 per cent coverage 
picture that you would get from a snapshot would be perfectly 
adequate for the employer-sponsored plan represented here to be 
doing a good job in this province. 


The point is that unlike medical care, because no one knows 
when he is going to be sick, it is not necessary to have 100 per 
cent coverage all the time for pensions, because people know 
approximately when they are going to retire. As a matter of fact, 
they probably desire and probably need some flexibility in their 
planning for retirement. Some may plan earlier than others, some 
later. That's really what we are bringing out in this paragraph. 





Now let's move on to the next three paragraphs. We are still 
trying to throw new light and new perspectives on the coverage of 
employer-sponsored pension plans in this province, because what 
you gentlemen are grappling with, as I'm Sure you know, is a very 
complex subject and you can get different attitudes and 
perspectives depending not only on what data you use but on how 
you look at the same data from different angles. 


There is an actuary in this city named Arnold Shell. He is, 
certainly in my book, one of the leading pension actuaries in 
Canada, and he has done a very careful analysis of coverage. I 
admit again that these are national data I am talking about. But 
he took the national data and broke them down by income strata up 
to the average industrial wage which, as you know, is the general 
area of old age security and Canada pension plan, to double the 
average industrial wage and then above double. He said that 
currently, in 1981, the first strata up to the average industrial 
wage in a general way receive adequate income replacement ratios 
at age 65 from the combination of old age security, Canada pension 
plan, guaranteed income supplement, guaranteed annual income 
system, et cetera. 


As a matter of fact, as I am Sure you know, this is brought 
out in volume VIII of the report of the royal commission, where 
they show the actual replacement ratios. I think they are quite 
reasonable, although quite a few of them are over 100 per cent. 


Shell then goes on to say that people who are earning more 
than double the average industrial wage are well able to 1ook 
after themselves; they are not the people at whom you ordinarily 
aim social policy initiatives. So Arnold calls the target group 
the people between the average industrial wage and double that 
figure. Then he studied the ones between age 25 and 65. As I was 
explaining a while ago, this is the area where the 
employer-sponsored pension plans do their work and make their 
contribution. 


On page three in the second paragraph when you hone the 
figures down, when you fine-tune them, when you sharpen your focus 
on them you will find, as he says, in this target group in the 
private sector--this is leaving the public service plans out of 
account for the moment--68 per cent were covered for either a 
registered pension plan or a personal registered retirement 
savings plan in 1977. I stress that year because it is four years 
ago and these things are changing rapidly. You will notice the 
last percentage. When Arnold put in the public service plans, the 
68 per cent who were covered went up to 77 per cent. 


These are the thoughts on coverage that we would like to 
leave with you gentlemen. If you want us to follow up on some 
later day and expand on any of them, we would be more than happy 
to do so. I think you can see where we are heading in making these 
presentations. We are heading towards allowing the 
employer-sponsored pension plans to continue to develop and spread 
in this province. 


Most of the problem with lack of covererage, as I'm sure you 
know, is in the general area of small business. Attempts are being 
made to cover these small businesses currently through plans set 
up by boards of trade. I think the board of trade in this city is 
in the process of creating such a plan. We have just created one 
in the city of Ottawa, and I think other cities will do likewise. 
Other organizations are creating plans to try to reach out to the 
small businesses. 


We have a very difficult problem here, as I am Sure you will 
appreciate, because for many small businesses the paramount issue 
is the survival of the business; the paramount issue is having a 
job. I think that some can claim reasonably legitimately that the 
extra costs of a pension plan are just more than they can bear, at 
least at the present time. 


MriiviGilpiess: = Could? hx justywwask vam questiones Lt’ sovyonsuthis 
area of coverage, and if there is a question of your moving on to 
another area-- 


Mr. Chairman: Perhaps it would be more appropriate to 
listen to the presentation and have all the questions’ then; 
otherwise we are going to get out of control. 


Carry on, Mr. White. 
Mr. White: Thank you, Mr. Chairman. 


Our next main area iS one where, as I said at the beginning, 
we are reflecting to you what we sincerely believe came out of the 
national pensions conference last spring. 


The first paragraph that I draw your attention to on page 
four is the third paragraph. The philosophy that pensions 
represent deferred compensation is gaining acceptance. It's too 
early to say, as I'm Sure you realize, that it is accepted, but 
attitudes among sponsors of employer-sponsored plans have moved a 
long way from the days when pensions were regarded as rewards for 
long and faithful service. We are moving, I think, quite rapidly 
towards this concept of deferred compensation with all that that 
carries with it. 


Flowing out of that, as a reflection of that, the attitude 
of the representatives of the employers in Ottawa last March and 
April, as I said earlier, was that they would be interested in 
improving vesting, at least to the point that we recommend in this 
submission, which, as I say, is vesting after five years of 
service, or when age plus service add to 45, if that comes 
earlier. The locking in of employee contributions would go along 
with that vesting. 


Some employers would disagree with me, but in general I 
think the sponsors of pension plans are prepared to accept what's 
in the second-last paragraph on page four--the idea that in a 
contributory plan when someone terminates service with a vested 
benefit he should not have paid for more than half that benefit 
with his own contributions. Plans can make appropriate adjustments 
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for that. This is a benefit that's not without cost. They may have 
co adjust tsther/ factors: dam the: plang tosaltowe fori ithatyebute those 
costs can be worked out if the freedom is left to the employers, 
the sponsors and their unions--if there are unions--to negotiate 
these things. 


On the question of vested pensions, it was very evident at 
the national pensions conference that the purchasing power of a 
vested pension has to be maintained in some way. For the future 
health and vigour of the private pension area we have to find ways 
of doing this. As you know, ways have been discussed of relating 
Ehespurchasing) hpowermyofprsuchn’*pensionspenc£ atying ait; Lin, nctoséthe 
level of investment income on the assets for the fund, and things 
offithisnk ind; 


The way that I favour personally is to move down the road of 
pOLtability. I have been reading the transcripts of this 
committee. z know you have had discussions about 
portability--discussions about what it really means, et cetera. 


I think the concept of it is relatively simple. The concept 
is that when someone terminates service and has a vested pension 
benefit, instead of leaving that vested pension benefit in the 
plan for his former employer, he should be allowed to transfer 
with him a value represented by that vested pension, which, in the 
concept of the Financial Executives Institute Canada, he may 
either move into the pension plan of his new employer or, if he is 
going out of the labour market or for other reasons, he can put it 
into his own private RRSP. 


We visualize that that RRSP would definitely be locked in 
until retirement age--none of this business that you have with 
RRSPs now, which are being used just aS a tax-avoidance vehicle. 
With locked-in RRSPs and with the ability to transfer to a new 
employer, we believe that that system of portability would go a 
long way towards preserving the value of a vested pension that 
someone's taking with him. 


Since I come from Metropolitan Life you won't be _ too 
Surprised to learn that I very much favour the system developed by 
the life insurance industry but which is by no means intended to 
be limited to the life insurance industry. AS a matter of fact, 
the industry is very keen to get it expanded to as many employers 
as possible throughout Canada and particularly in this province. 
wet feelpethawntourwh systemppiss quite® practical; prwesifeels itnois 
workable; we feel it is relatively simple to present to _ the 
employees. AS a matter of fact, I have kits with me today. If any 
of the members of the committee would like a kit on this 
portability arrangement I would be more than happy to present them 
to the clerk of the committee. 


Then we come down to the last point that we deal with, the 
preservation of purchasing power of pensions in the course of 
payment. This is something that you should never lose sight of 
because as the years go by and we all wrestle with these pension 
problems, which we have been doing now for some years, we 
recognize basically, and we did recognize initially, the ravages 
Of Vinttacion. 
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We make this our first point and we must not lose sight of 
it. Inflation is a destroyer, and its negative impacts are not 
just on pension plans in this country but on our whole society. 
Pension plans are only one of the victims. So the paramount issue 
in, all of-.this,‘is--to;bringuinft lation, underacontnol. “But mpending 
that, I would particularly like to bring out this morning that a 
great deal is being done to maintain the purchasing power of 
pensions in the course of payment. 


We are all familiar with the indexing to the consumer price 
index in the old age security, the Canada pension plan and in many 
public service plans. But not too many people are familiar with 
the effort, work and money that have gone into preserving this 
purchasing power among the sponsors of pension plans that we 
represent. This is included in our Survey each year. 


Seventy-five per cent of the employers we represent who 
responded to our survey in 1980--the percentage will be up in 
198l--indicated that they have taken steps to preserve the 
purchasing power of those pensions. Many of those steps consist of 
so-called ad hoc adjustments. It is done on an ad hoc basis, I am 
sure you understand, because the employers, not having unlimited 
taxing power, cannot afford to saddle their companies with a 
liability, they are not sure they are going to be able to meet in 
the future, so they go into it on an ad hoc basis. 


While the adjustments may be made on an ad hoc basisand 
presented in that manner to the pensioners, in many cases they 
have been worked out in the calculations as if they were indexing. 
Certainly they are tied to changes in the CPI. They may not cover 
the full extent of those changes every year, but they cover a 
reasonable percentage of them. 


I want to leave you with the understanding that a great deal 
is already being done to preserve the purchasing power of pensions 
in the course of payment, that is, after retirement. Of course a 
great deal of preservation occurs before retirement through the 
operation of things like final average salary formulas, updating 
of career average, and So on. 


Those are the essential points that we bring out in our 
Submission, Mr. Chairman. We would be glad to talk to you about 
them and expand on them if you wish. 


Mr. Chairman: Thank you very much. Mr. McClellan has a 
question that he wishes to put. 


Mr. McClellan: Yes. I believe Mr. Gillies is interested 
in this too. It is the question of the coverage section of your 
submission. On page two you make the point that was made yesterday 
as well by the Canadian Manufacturers' Association that gaps in 
coverage are not “as serious as they are alleged to be," to quote 
from your report. Then you go on to talk about your survey and the 
80 per cent of employees in your survey being covered adequately. 


dil 


The royal commission has identified coverage as the most 
important problem. Again, I am simply asking you if you disagree 
with the findings of the royal commission and specifically if you 
disagree with the findings of the study that is referenced in 
volume IX by Harry Weitz, Pension Coverage and Its Potential in 
Ontario, which indicates that in the private sector only 49 per 
cent of men and 22 per cent of women have pension plan coverage. 
Do you gentlemen dispute that finding? 


Mr. White: We do not dispute the finding itself, but our 
attitude to this hinges on the point I made at the beginning of my 
presentation. You can use the same statistics and the same data 
and look at them from different points of view and come up with 
different conclusions, and I will demonstrate that in a moment. 


EOS 0 was. 


Just as with you gentlemen in your deliberations when all 
this process is finished, and you are trying to formulate the 
recommendations you are going to make to this House, your 
approaches and your attitudes will be influenced not only by your 
Own personal viewS and personal biases and perspectives, but by 
the political views of the groups that you represent. You can find 
data and find statistics and look at them in a certain way and 
they will support the point of view that you want to present. 


Let me just illustrate that. If you will look in volume VIII 
of the report of the royal commission, on page 46, there is a 
table 27. Now this table, I should explain, comes out of the very 
excellent survey made for the royal commission by the Southam 
organization. You will recall the survey, which was an opinion 
poll type of survey. I personally think it was extremely well 
done. I was impressed with the results that came out of it. 


Table 27 tabulates, by age group, the responses from the 
people they polled as to the sources of their expected retirement 
income. It iS interesting that 51 per cent of them expect to have 
a pension from their company pension plan when they retire, and 26 
per cent of them expect to have a personal registered retirement 
savings plan. 


Now I realize those percentages are not mutually exclusive, 
so you are not allowed to add them together. If you did, you would 
get 77 per cent, which happens to be the same percentage Arnold 
Shell had. But if you allow for overlapping, Arnold Shell went 
into this question of overlapping very carefully and brought out 
that among holders of registered retirement savings plans, 40 per 
cent of them were also members of pension plans. 


Mr. McClellan: That is 51 per cent said they expected to 
have a company pension. 


Mr «Whites, That)nis:ir ight. 


Mr. McClellan: That is in the realm of intentionality. 


Ue 


Mr. White: Your point is well taken because without the 
improvements in employer-sponsored plans that I was discussing a 
while ago, their expectations may not come to fruition. That is 
correct. 


Mr. McClellan: That is precisely the point. 


Mr. White: But with more liberal vesting and improved 
portability, they can be expected to come to pass. 


There is another set of numbers I would like to offer to 
you, and these are from Harry Weitz's studies as reported in 
Volume VIII. He has a table on page 109, in which he gives the 
distribution of pension plan members in Ontario by age and sex, 
showing the percentage of employed, paid workers covered by 
pension plans in 1976. One trouble with all of this, Ocand 
unfortunately it is unavoidable because there seems to be such a 
time lag involved, is it does not matter what source you take your 
data from, whether it is from the royal commission, our own, or 
whatever, we always seem to be working with data that is four or 
five years old. 


However, looking at Harry's figures, I went over and took 
out the sums for age 25 to age 65 because that is the span of life 
that we are concentrating on in the pension plan area. You will 
find, according to his numbers, that 56 per cent of employed, paid 
workers in those age ranges are members of registered pension 
plans.) ebfirsyou@lookein.cHarry! seenextoepaper,;» which wiswonmepage 230, 
there is table 4 which shows that 11 per cent of the self-employed 
in this province have registered retirement savings plans. Again 
there is some overlapping. Do not take ll .per cent, take maybe 
seven as being reasonable, and by adding 56 and 7, you will see 
that 63 per cent have coverage of one or the other. I submit to 
you that 63 per cent is a long way from 40, a long way from 43. It 
Gepends on how you look at it. 


I want to stress the point that it depends on how you look 
at these things because Harry's percentage is valid but it is a 
global percentage. Harry looks at the percentage from age 18 not 
just to 65, but from age 18 to omega, the end of thesimontality 
table. He takes all those people and he relates the number of 
people in pension plans to all those people. 


Now that span was perfectly satisfactory--perhaps he should 
not have gone beyond 65; I don't kKnow--but it was more or less 
Satisfactory for the Canada pension plan because that does cover 
18 to 65. It probably takes people in at 18 because the feds want 
the tax base to be as big as possible, not that it makes any 
difference to the benefit coming out the other end. When you are 
looking at privately sponsored pension plans, the action is 
between 25 and 65. Li you.*wantesto:’' come, mpewrthmannealistic 
measurement as to who is covered, you should concentrate on that. 


If you take the global percentage from 18 to omega, you get 
43 per cent, the percentage Harry has been quoting since the 
mid-50s. It makes Toronto Star headlines every time it is quoted. 
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Mee MCC Lellanres wuste Lo iclarrry; TT done enaves niyo copy OE 
volume VIII in front of me but, for members of the committee, what 
I am referring to is Exhibit 27, which was prepared by committee 
Mr. Jennings of committee research staff. On page five of that 
document there is a reference to the age tables the witness is 
referring to. I am not clear from my notes whether Mr. White was 
talking about coverage by age for all workers, or whether he was 
talking about coverage by age for workers just in the private 
sector. My impression is that Mr. White was including public and 
private sector employee coverage when he was giving his age 
percentages. Am I correct? 


Mr. White:: These are employed paid workers. That would 
cover everybody, I guess. 


Mr. McClellan:: There is a big difference, as I am sure 
you Know, between the public sector and the private sector. The 
public sector coverage is 95 per cent of employees; in the private 
sector, coverage is 39.1 per cent of employees. When you give us 
your interpretation of coverage between what you refer to target 
areas of 25 to 64, you are mixing in public and private, and you 
are getting a much higher percentage of covered employees than you 
would get if you just looked at the private sector. 


The only question that remains in my mind is the adequacy of 
coverage in the private sector. That is what we are dealing with 
as far as I am concerned, and that is what the royal commission 
was dealing with. With respect, I don't think that cloud has such 
a Silver lining as you may put on it. 


Mrvuewhitess al thanks? it~ does," Mr .“- Chaipmans= Thel S6e@yper 
cent I took from page 109 of Harry Weitz's paper, and I added 
something for RRSPs. I took seven of the 11 per cent and got it up 
to maybe 63 per cent. That compares with the 77 per cent, which is 
at the top of page three, second paragraph. That 77 includes 
public sector pension plans as well as private sector pension 
plans. 


I don't accept the low percentage for coverage in the 
private sector. Again, as I was trying to explain, that: low 
percentage is on a global base; it is based on going right down to 
agen rer -randSrighteeupy sbeyond 65.001 \want=«tolsamakeiwa “realistrc 
comparison to what private sector pension plans are doing. The 
comparison should be in the areas of age at which the action takes 
place to provide pensions. There isn't much action before age 25. 


Mr. McClellan:: Using your assumptions for the sake of 
discussion, can you give us some idea of what percentage of women 
in your target group, who are working in the private sector, would 
have coverage? Mr. Weitz says 22 per cent. 


Mere White: se*leechink’ «the? ibést® thingo«lmcould do. would abe 
to give to the secretary complete copies of the material, Arnold 
Shell's work, from which these data are drawn. I would suggest 
that the committee take some time to look at that and see if they 
find it acceptable. 


Mr. MeC@levian'st Thaw -enay “be .-helpiut. Justeda oatinal 
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comment. In the absence of coverage we have 53 per cent of elderly 
people in receipt of welfare programs. Unless we can solve the 
coverage problem, we continue with the reliance on welfare progams 
as the means of proving retirement income. That is why it is such 
a central issue. 


Mr. Chairman: Le Mi cghtec isay ; BLE i. McClellan and other 
members of the committee, Mr. Shell has requested to appear before 
the committee, so you will have an opportunity of discussing some 
of these matters with him. 


Mrs,oWhites:oOnr the: score »:of a welfare; 1 \don't «mean ‘to 
play that down. I recognize the heartache involved for the people 
concerned, and also the financial load for society to bear. But 
there is a point I would like to make, which I think might be of 
value to the committee. 


Joly in me 


Canada is in a uniquely fortunate position--I am over on the 
social security side now, which we don't intend to talk about very 
much--in that our Canada pension plan, as you all know, began in 
1965. The OASDI, old age survivors disability income insurance 
program in the United States began in 1937. They are very roughly 
comparable, but they are comparable enough that Canada can learn a 
lot by examining carefully what has happened and is happening to 
OASDI, because what's happening in OASDI today is Canada 30 years 
from now, because their plan is 30 years older than ours. I think 
itriss important ltok keep #that’' anpmindset...tiesicin with cass pont 
about welfare because the when the OASDI program started in 1937, 
we were just beginning to come out of the depression. 


After the second world war the United States, like Canada 
and other countries, went through some fairly inflationary years 
in the late 1940s and this was exacerbated by the Korean war, 
which came in the early 1950s. You had a kind of an inflationary 
period there. I remember very well that the big question mark in 
Washington during those years was: Here is this social security 
program from 1937 on and a social assistance program right 
alongside it, their version of guaranteed income supplement. The 
intention was that social security would take over and social 
assistance would wither away and dry up; it wouldn't be needed any 
more. And in 1958, 20 years after they set the program up, the 
social assistance were growing bigger and bigger. 


The point I am making is that inflationary times lead to 
that. It is almost unavoidable. 


Mr. Williams: I wonder what specifically has happened to 
OASDI? You say you wouldn't like to see us in that situation. 


Mr. White: You have seen the newscasts, I am sure, on 
American television and I am quite sure the committee has a copy 
of the report of the President's commission on social security, 
den it tivoue Pheresgeisppquite gar mbites agitationseracing.on saan 
Washington right now about social security, about the financing of 
it, similar to the problems that are facing us about the indexing 
of it, about the level of the benefits, about whether they will 
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remove the minimum benefits. There were demonstrations on Capitol 
Hill not many weeks ago on these very points. I just suggest to 
you that.it-could.be“helprfulto~youto-take* a “quick Vook" at" OASDI* 


Mr Wetliamse "You" wstated “that yours Telt @icPpr would” be 
where the American equivalent program is; that that is where CPP 
will be in 30 years from now because they are 30 years behind. 


Mr. White: AS a rough analogy. 


Mr. Williams: But I am not clear where the American plan 
is at the moment. You are suggesting that it's no_ longer 
economically feasible to carry on the plan; at least, that's what 
I read into your comments. I am not familiar with exactly where it 
is at the moment. Could you elaborate just a little bit? 


Mr. White: I should have brought out the point’ that 
plans of this kind in all countries are affected by the basic 
demography in the countries. They have a population bulge arising 
from the post-war baby boom just as we do. This is affecting their 
plan as it is affecting ours. 


In addition, the caseloads--if you want to call it that; the 
benefit burden--under all these programs build up with the passage 
of time. The Canada pension plan is still in the building up 
stage. OASDI is 30 years further down the road in that building up 
stage, so that the financial experiences of OASDI and of other 
programs too--for example in Europe or in Britain--can be of use 
to us because our program iS younger than theirs. We can see what 
has happened to them and do our best to avoid those difficulties. 
That is what I am suggesting. 


Mr. Riddell: Are you saying there is not enought money 
in the kitty at this time in the states? One of the things we are 
looking at, I Suppose, is expanding CPP, but I would like to know 
what has happened in the states. Would it be foolish to expand CPP 
if it is not going to be economically feasible? In simple words, 
what iS going on in the states at this time? 


Mrbecwillgamss* we'l= were" told “*that © thes “CPP? would be 
bankrupt by certain dates if adjustments weren't made in the 
premium payments. Are you saying that in the program in the states 
now there are greater liabilities than there are assets? 


Mr. White: Speaking in a general way, they are closer to 
the year in which their fund is going to run out of money than we 
are. They are talking about interfund borrowing; they are talking 
about borrowing from general revenues. They are exploring all 
kinds of avenues, looking for what they should do for the future 
of their program. I do not mean to sound a note of predicting dire 
consequences for the US; that is not my intention. My intention is 
merely to alert us that we can learn by looking at them--they are 
30 years ahead of us--and take advantage of the time gap given to 
us to plan our own program. 


Mr. Chairman: I think some of the questions that may be 
going through the committee members' minds arising out of your 
observation is that if we have a model in the United States and 
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other countries to follow, or at least to view, because they have 
the experience in terms of time; that there are lessons to be 
learned from that. What are those lessons? 


Mr. White: I will be very honest with you, Mr. Chairman. 
I did not come prepared today to discuss OASDI in detail, but if 
you would like me to, I could go away and get all these facts and 
come back again; or I can mail them to you. We could call somebody 
from Washington. 


Mnai-Chairman: otlagam «noc, pressing» yous On. thisi,point.  1t 
was just that you led into it and attracted comment. 


Mr. Epp: Don't you wish you hadn't? 
mrs EPP 


Mee whtte: Ne, I don’t wish: i hadn* ti at vrall.-1l got into 
it because of the comment on the growth of the social assistance 
rolls. I am a great believer that you have to have longtime 
perspectives in pension planning, whether it is pension planning 
at the corporate level or pension planning at the social security 
government level. You can see the way things are emerging. 


For example--coming back to privately sponsored pension 
plans--going back into the 1930s and 1940s, the large plans were 
On career average. A few public service plans may have been on 
final average in those days, but by and large the bulk of the 
plans where money purchase. But we soon learned, those of us who 
take part in plans, that money purchase does not do the job for 
us. It does not give us the replacement ratio we want at age 65, 
so employers moved to career average plans on into the 1950s. 


Then we got into the beginnings of this inflationary period 
we are in now and there was some dissatisfaction with career 
average plans. So employers put in final average salary minimums. 
But the time we got to the 1960s, the final average salary minimum 
in many cases had become the pension formula because it always 
exceeded the career average formula. So we dropped the career 
average and we got into the final average salary plan as we are 
now. 


The point I am making is these things evolve. There was a 
great deal of trepidation and hesitation on the part of corporate 
sponsors to move into final average salary plans. After all they 
were facing large liabilities, potentially, under those pension 
formulas, but they gradually did move in order to meet the job. 
The point I am making is there is an evolution in pension planning 
and I am trying to suggest that this evolution should be allowed 
to continue; to continue in liberalizing vesting, in preserving 
the purchasing power of pensions and so on. 


Mr.o2 Riddell so Dthremightm besnoft value ,: @Mr oq -Chairman,n,cifssthe 
committee did take a look at the American experience. It seems to 
me that we are always about 10 years behind them. Maybe we can 
head off some difficulties at the pass if we take a look at them. 


Mr.o (Whites::) Phere oiis ja meporthi,tos the: President. .of cthe 
United States which was published within the past 12 or 18 months. 
I thought it was tabled here for the committee. I thought I read 
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inatheritranscript) that. vousshad-ay copy of :it. 


Mrs Ke) HeotSmithss0 Theressiss ay report that: was. published 
very recently. I have a copy but unfortunately it is not with me 
now. Poatchough thadihadybroughteitowithy mer buteal didnt “would: be 
pleased to make that available to the committee. 


Mr. Chairman: Thank you very much, we would appreciate 
Phateeric. coula bevhelipiuls 


Meo epretensonses wMree Castonguay agrssacfamiliarswwith. qthea US 
experience. He might be able to give us some comments on it. 


Mr. Chairman: This afternoon he may be able to comment 
on that more fully for us. Mr. Gillies you had a question. 


MuGo. Giskbieste Yesxo thankenyouy= (MreenChairman: I wonder, 
just following on this point, are there figures available to us on 
the future cost projections for the guaranteed income supplement, 
Old age supplement and the guaranteed annual income system? That 
could be very helpful. 


The conclusion I am drawing from your brief, Mr. White, and 
I am zeroing in on page two, is that the gaps in coverage, to your 
way of thinking, are not as serious as perhaps we have been told. 
Certainly the types of companies that you represent, I am not 
particularly worried about it. You have, as you say here, 80 per 
cent coverage. Then I am referring back to your Canada at the 
Pension Crossroads study, which would indicate from a very similar 
Sample that a high percentage of those pensioners also have other 
sources of income. 


11:10 a.m. 


I am referring back to that study: dividend income 38.3 per 
cent, interest 60.3 per cent, rent 4.7, work 10.5, and so on. So, 
I am not overly concerned about that percentage. 


If we accept the figures we have been hearing that across 
the population 54 per cent or 56 per cent, or whatever it is, are 
covered, and if 80 per cent are covered in the larger corporations 
that you cite in your survey, then it brings me back to the 
conclusion that the people who are not covered are, as we have 
said, the employees of smaller corporations and businesses, and 
low income wage earners, part-time, and so on. 


I think you have said quite correctly that there is good 
protection for these people with GIS/OAS/GAINS, but I am concerned 
about the future of those programs, and I wonder if by saying that 
we really do not think it iS appropriate or possible to include 
those types of employees in pension plans of one sort or another 
that we are going to, down the road, put a staggering burden on 
those public social security schemes. 


Had you considered the possibilities of, say, the inclusion 
of part-time workers in pension schemes; some scheme, whether it 
be voluntary or mandatory, between small business people and their 
employees? While I can well appreciate the financial burden that 
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could present for our smaller businesses, I am wondering if they 
are not faced with a similar burden anyway, down the road, through 
increased tax revenues to pay for social security? 


Mri ‘Whites 2 would like? stop respondiicosithatselotchinkings 
is a good question. I would start off by stressing this point. The 
paragraph dealing with our survey brought out that among -those 
couple of hundred plans surveyed, the snapshot coverage on any day 
is 80.5 per cent, that means 19.5 per cent of the work force on 
that day were not actually participating in the plan. 


What I want to stress is that the 19 and a half per cent, as 
they become eligible, as they get a little older, as they finish a 
year of service, they will pass through the cohorts of being in 
the plan. Everybody will pass through. 


There is the qualification that this gentleman over here 
mentioned, that those who terminate and move around may get 
dropped out. That has been one of our weaknesses and one of our 
shortcomings but, aS we stress in our brief, the sponsors are 
prepared to include the vesting; they are prepared to do things 
about preservation of value, and I think we can meet those 
requirements. 


Mr. Giltses?: *SoprPin=tact)= vor ethere205imcorporatians®) 260 
per cent have a pension scheme? 


Mr. White: They all have pension schemes. I wanted to 
bring that out. Not only do they all have pension plans, but I 
want to bring out that all the people who stay with them will go 
through that pension plan and have a pension when they reach age 
65, although a snapshot on any day might show 20 per cent not 
taking part. 


The point I am trying to make is so many people when they 
look at the coverage for pension plans, they are instinctively 
comparing that with 100. It is more like a comparison with 80 or 


On the part-time workers, there is no reason why part-time 
workers cannot be covered in a pension plan. The part-time workers 
in my company are covered. 


Mr. Peterson: Is there an hours qualification on that? 


Mrs. )Whites:iYesj;oe Liethink art evveuhisin hounsapaleweekinn The 
employer sets that according to the nature of his work. 


Mr. Gillies: Of course not all employers do. 


Mr. White: No, not all employers do it. But I am saying 
theoretically there is no reason why you cannot do it. 


The problem you get with part-time workers, and with people 
who are earning up to the average industrial wage generally--you 
mentioned it and we mentioned it in our brief--it seems a little 
bit redundant to cover these people for a pension plan. 


uy) 


First of all, up to the average industrial wage, since they 
are contributing out of their own pocket 1.8 per cent to the CPP 
and their employer is contributing something on their behalf, you 
integrate your private plan, as you know, with the Canada Pension 
Plan, and you have to scale down the contributions, and depending 
on the benefit formula and depending on the past financial history 
of the plan, and also the design history of the plan, you can find 
yourself--I am talking as an employer now--in the position where 
in order to bring those people under the average industrial wage 
into your pension plan and to do it on a proper basis, fair to 
them and fair to everybody else, the amount that they are going to 
get out of the pension plan is not a large unit benefit formula 
for each year of service and the contribution has to be either nil 
Or appropriately also very small. 


I guess I am only trying to say, and perhaps I am not 
Saying it very well, that in pension planning practice--and you 
can check this with Castonguay this afternoon and with Arnold 
Shell tomorrow; they Know more about it than I do but I think they 
will bear me out--pension planners, the people who provide this 
service and employers are finding that in integrating their plans 
with social security, in this bracket, zero up to AIW, there isn't 
too much the pension plan can do for these people. That is what I 
am trying to say. Their social security, their old age security 
and their CPP narrows the gap as to what the employer has left to 
fill and narrows the contribution. 


Mr. Gillies: I guess what I am getting at is, perhaps 
through some realignment of the scheme, I want to see some element 
of choice there. An employee of a small business, who may make $5 
an hour or something, may feel it more important for his personal 
priorities to have more invested for his retirement than another. 
That freedom of choice to an extent is there for the higher income 
employee. It is not for him. I am just wondering if through some 
thoughts this committee might be able to come up with, through 
some realignment, whether we can broaden that freedom of choice 
across the spectrum. 


Mr. White: I guess you can broaden it to the extent that 
the employer can afford to put money in for him. I do not think 
the individual has any excess capacity for that kind of personal 
Saving. Is that in your mind too? 


Mr. Gillies: I appreciate there is a problem here. 


Mr. White: There is the point that the small employer 
has a tough time meeting his payroll each week. Certainly he can 
make some provision there. 


I do not want to mislead the committee. I think I should go 
back to correct and rephrase something I said earlier. My comments 
were influenced by our own plan. Most plans like ours arrange so 
that, working with the Canada Pension Plan, when you retire at 65 
the replacement ratio is 70 per cent. Seventy per cent of your 
average earnings over the last five years of service is the 
pension you start out with.» Since CPP provides 25 per cent--old 
age security is usually ignored and is ignored in our plan--the 
pension plan itself provides the remaining 45 per cent. So 
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Measured over the 40 years of service from age 25 to 65, the plan 
does provide slightly over one per cent per year of service. I 
think I gave you the impression that it does not provide very 
much, and that is a significant element. 


The point that was in my mind is that above Year's Maximum 
Pensionable Earnings (YMPE), the plan provides the full two per 
cent so that you get the 70 per cent pension. 


In our case, because of the design history of the plan and 
the way the thing has developed over the years--and these pension 
plans are constantly being changed, as I am sure you know--the 
contributions for our plan are relatively low. Above YMPE, where 
the benefit is two per cent of your average salary during the last 
five years of service, the contribution from the employee is three 
per cent. Below YMPE it is three per cent minus the 1.8 put in by 
the government, which is 1.2. Actually, we make it one. 


Mr. Gillies: It sounds like there are some good features 
in your plan. 


Mr. White: I think it was the contribution side that was 
in my mind. It is down so low it has almost disappeared. 


Mr. Gillies: Your company's plan is one of the 205 cited 
here? 


Mr. White: Yes. 


Mr. Gillies: You may not have researched this, but do 
you know how many of the 205 do include their part-time employees? 
Do you have any idea? 


Mrioick’, JiHOatSmbthy IThatwawas,mnotyeta sequestion  aneaitre 
questionnaire. 


bLe 20) iaiem. 


Mr 60 xEppsig I om inaudible) yithink p»oMr aecChairmang;,one 4,of the 
recommendations the Haley report had was recommendation 93, which 
directed its attention to the representation of employees on the 
plans. Now, I know that obviously you couldn't address all these 
things in your report, but some of the employers have felt that 
they couldn't accommodate representatives of the employees on all 
the plans. Do you have any problem with that, or do the employees 
in all your pension plans have some say as to investment and other 
things? What happens with those funds? 


Mr. Hewitt: Ir would.respond: to.that’ one. in this way, Mr. 
Epp: I believe the Pension Benefits Act of Ontario now requires 
there to be at least one outside trustee on each plan. That being 
the case, there is already some independent participation, if you 
will, by a professional or a community representative to add 
integrity to the whole process. 


Li - would» :also*4go®° ‘so fare ds tots sayetin (stheaecase cofariny 
plan--this is the Imperial Oil Limited plan, to be specific for a 
moment--that the trustees of this plan take their duties very, 
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very seriously. They consider themselves fiduciaries; they are 
very concerned about potential conflicts of interest, and they do 
ENGAGe (EtmOSterslOamaintainyptheir epiaduciary 4, dutres,, toscarry, <out 
these duties or responsibilities to the plan. Worker participation 
sounds somewhat liberal in the context of the way you raise it as 
a question, but certainly it is one of the items for the committee 
to deliberate upon. 


Mr .8 Epps Because) hiite:hasymbeen. -ak jrpointuythat mohas ..been 
raised with the committee on a number of occasions and the 
committee has discussed it, I was just wondering how you people 
dealt with {that particular problem in your area of work and how 
you reacted to it. 


Mr. Hewitt: How would one elect the participant? What 
process would be employed to elect the participant or trustee? 


Mr. Epp: 1 suppose, depending on the problems. in. that 
particular industry. At Imperial Oil you say you have (inaudible) 
employees on there. Is that-- 


Mr. Hewitt: No. I am saying that our plan, as an Ontario 
registered plan, is required to have one outside trustee as a 
member of its trustees. That outside trustee is de facto a 
representative of all constituencies now. The constituencies are 
those of the sponsor--that's the company; the employees--that is, 
the active employees; and the retirees, who make up the third 
constituency. I see little need for the implementation of 
recommendation 93. 


Moo mippsonButeathe;aperson,.g that..you,.haveszsand we.,ofp.course 
are not questioning his integrity and his qualifications and so 
forth--by whom is he appointed? Is that in consultation with the 
pensionable people and with the employees and so forth? 


Mr. Hewitt: I believe that person iS appointed by the 
trustees--in other words, by the corporate body trustees. They, 
from among their lot, appoint additional members. 


Mr. Chairman: Do you see any objection to an employee 
representative? 


Mr. Hewitt: So long as the person is qualified--that is, 
so long as he has an awareness of conflicts and has an awareness 
of the responsibilities with which he is charged: that is, the 
investment of the funds in a responsible and productive fashion--I 
have no objection; so long as the person brings expertise to the 
committees (inaudible) process. 


Mreo Eppse)Onojanothers» !point: .,One. of, the:»considerations 
that this committee is going to have has to do with the provincial 
universal retirement system and whether it's going to be voluntary 
Or mandatory, whether we should make it another segment of the 
Canada pension plan and maybe have phase two as opposed to phase 
one, something of that nature. You must have given this a lot of 
thought. Do you really prefer the PURS proposal with respect to 
having an alternative proposal? 
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Mr. Hewitt: Perhaps I can answer that one this way. It 
will be a long answer, Mr. Chairman, but I think it's timely to 
Yeadt Bto;rut, 


Focusing first of all on the question of the PURS proposal, 
my comments are directed to the entire royal commission report. 
You focused on one of the two controversial areas in the report as 
perceived by the media and professional commentators: PURS is one, 
and the second is the inflation tax credit. I think it's fair to 
say it's a good report; it's a balanced, broad and responsible 
report. 


As to PURS per se let me add some fundamental perceptions to 
pension reform, aersubject® whicheva think challenges’ one's 
fundamental perceptions of humanity and commerce. It (inaudible) 
one's perceptions as to whether or not we need more or less 
government, whether or not we get what we pay for now by way of 
government services, transfer payments and other social assistance 
schemes. It challenges one's fundamental perception of timeliness 
in the delivery of these systems. Mr. White this morning has 
indicated to you that the private pension system as it is now 
developing in Canada is healthy; it's a maturing system. I think 
it's» fair’ Sto* characterize? ait as hone athati tis! motsyetimature.!sites 
one that has developed very rapidly, as Mr. Bentley knows, since 
the 1950s, and it continues to develop. 


The need for PURS also bumps up against one's perceptions of 
three variables--savings, investment and consumption--and _ the 
relative contribution of each to a productive and healthy society. 
I would also go back to tie it into the regulatory environment in 
this province, and point out that the Pension Commission of 
Ontario has had a leading-edge position for a number of years. It 
has also been a substantial contributor to the Canadian 
association of supervisory pension authority, as I think they call 
it. As well, the large employers recognize the problem of the 
small employers and the employees of the small employers. We come 
to ask ourselves, "Do these people need help? Do they want help?" 


It was Mrs. Haley's perception, or at least the perception 
of the royal commission, that these people do need help. She 
pointed out that, by and large, the pension and savings process is 
the responsibility of the individual, but she and the 
commissioners felt that something a little extra was needed in 
addition to self-help. They suggested a mandatory PURS scheme. 
That>, point > ofvcview *ismnote sharedw byl weveryone. 7) i tunisainobs ithe 
consensus of the members of the Financial Executives Institute. 


If you will allow me, Mr. Chairman, I will go on and add 
some additional comments that I think you should deliberate upon 
in your proceedings. One thing that is very close to my heart as a 
participant and as an executive of a large sponsor of a plan is 
uniform legislation across Canada. I need not say much about Bill 
214 and the guarantee fund. I need not say much about the recent 
amendments to the Saskatchewan act or possibly the forthcoming 
legislation in Quebec, let alone the provinces which do not have 
legislation and which may be bringing forth such legislation in 
the near future. 


Pe) 


If I could take the committee members back to general and 
political perceptions, broadly touch on reform areas and simply 
Summarize them or list them, these broad reform areas, often 
commented upon, range from vesting--Mr. White has indicated that 
there is a willingness to move on that front--portability-- 


Mr. Peterson: Legislated? 


Mr. Hewitt: I think you'll find that most plan 
participants in Ontario now already have plans that surpass the 
minimum requirements. 


ls"30..ams 


Mr. Peterson: As I read your brief, you do not want any 
new legislation of any type. You are just happy with the way 
things are. You think that a lot of the problems, which you admit, 
will work themselves out. Am I right? 


Mr sinewrttceNo; et ‘am not ssaying -that¥ atetab l amicsimply 
Saying that in your deliberations you must consider some broader 
issues. At the outset, I committed myself to a point when I 
suggested pension reform is a broad subject. That in itself brings 
most of us to the table with a belief or dedication to do 
something about perceived problems. 


What I am trying to do is to say that when one considers 
perceived problems one must take a broadly based perspective. This 
broadly based perspective ranges from vesting to portability to 
the coverage issue that Mr. White spoke about, to the purchasing 
power protection that Mr. White addressed, through to women and 
pensions, which we have not touched on and which is going to 
receive a great deal of attention at the national pensions 
conference. On retirement age, I believe the mandatory retirement 
age consideration should be reviewed. 


Additionally, there has been a considerable amount of 
comment on the consistency of actuarial assumptions. I believe Mr. 
Bentley has provided adequate comment on the artistic nature of 
making or formulating perceptions of long-range funding 
requirements. It is a very difficult field to legislate or 
regulate in a very black and white sense, Mr. Peterson. In that 
context we are saying if one does legislate, one should do so with 
considerable deliberation. 


I would also like you to consider, particularly when one 
considers the quick fix solution, if you will, the mandate versus 
Enea renovate. Ale thinks iyouw “haven ho ’say 7" if?syou caption, sus, (as va 
group, we are renovators. We are renovators aS opposed _ to 
Mandators. In other words, we do not think the quick fix, escalate 
the Canada pension plan, is the solution. People prefer freedom of 
choice in their savings patterns. It is for that reason we could 
not bring ourselves to mandating or aligning with a mandatory 
scheme. 


Mr. Riddell: What the pension plan says, in effect, in 
the private sector is that it is not mandatory that an employee of 
a company participate in a pension plan. They have the choice, do 
they? 
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MrwcRiddellwoalf sLhawas »tOcswork.sbOraavGur s company mand vou 
proceeded to tell me all the benefits that were available with 
your company, I could say, "No, I think I can invest my own money. 
I do not want to participate in the pension plan." 


Mr. » Hewitt.“ iThat« iSecaeetAlEDi Cults sOnes. CO clalicwer -anuty 
personal perception is that we should urge all employers to have 
plans. Those employers who have plans should urge all employees to 
participate because there is a responsibility. 


Mr ..«Chaieman: iI» thanks thes point ~thateors ebeing emadenemii. 
Hewitt, is that all mandating does not have to be at a government 
level. 


MreoayHewitt:s. alee think oly wouldssalso». sbike sito faua Ch Verso unr, 
out that one should be aware of Canada's tiered system of saving 
for retirement. The tiered system basically starts with the old 
age security system, which is added to by the Canada pension plan 
or Quebec pension plan, the guaranteed income supplement and the 
guaranteed annual income supplement. One should be aware of the 
replacement ratio--the poverty line, if you will--and the adequate 
level of retirement income. 


Moe Epp.) bet mer just—— 


Mr. ‘Chairman'ses We. vhave»aquite, vas olist,.. Mr. »Cousens, ..Mr. 
Brandt, Mr. Mackenzie, Mr. Peterson and then Mr. Williams. I think 
the fewer the interruptions the better if we are going to finish 
this morning. 


Mr. Hewitt: Possibly I could summarize by bringing us 
back to a landing and then we can continue. 


Mr. Chairman: That is almost a larger gathering than the 
parade probably that is lining up outside. 


Mr. Hewitt: These are broadly based perceptions that I 
think have considerable validity. We are speaking now as a 
consensus. The points I would like to register are really some 
points of consensus raised by Ken Smith of FEI Canada and your 
speaker during preparations for the national pension conference. 
They represent a broadly based constituency and we would like to 
point out that we reviewed a number of business sector briefs in 
coming forth with the basic consensus. 


The point would be that although business is commonly 
assessed as being heterogeneous, there is a consensus view on a 
number of pension issues. They include the following: A strong and 
productive economy is the only guarantee of a healthy income 
system. Register that as a point. 


Secondly, individual options should be available and a rigid 
system avoided. Thirdly, the total cost to retirement related 
benefits, including government programs, must be considered in 
designing changes for our system, that is, costs are an important 
ingredient in the overall consideration of your committee. 





Ppa. 


Proposed changes should recognize the concerns of small 
business. The small business constituency in this province, indeed 
re Canaacd, =1s sa” Large- constituency.’ Not only = 2s SPt™ one: of 
affordability, it is one of administrative technology. 


Employer plans continue to be improved but the results do 
not accrue overnight. Canada's pension system is continuing to 
Mature. Expansion of the CPP, although a simple and politically 
attractive concept, is less productive than the extension of 
employer plans. It represents a short-circuiting of funds flowed 
through the economy. No retroactive improvements should _ be 
legislated, assuming legislation is to be brought forth. Reforms 
to income programs for the elderly poor should be targeted to 
those most in need. Here I am speaking particularly of the elderly 
poor, the constituency so often addressed by the Hon. Monique 
Bégin. 


Reforms to income programs for the elderly poor. are 
certainly in the minds of those with the Ministry of Health and 
Welfare and were most evident during the national pension 
conference. Improved reporting to participants of all plans should 
be encouraged. 


On=-thas* pointy Mr Epp, “l= would’’suggest *tomyouda-ebetter 
productive gain would be for most plan sponsors to improve the 
reporting package to plan participants. I think that would go a 
long way to allay many of the concerns addressed with your 
guestion as to whether Or not-*sithey= shotid @ bee directiy 
representative as a member of the trustees. It is information they 
are looking for. 


Mr. Peterson: Our problem is that although I am sure we 
all agree with disclosure, large companies had to be dragged into 
that with Br1leeziar er Toeme ies? so’ self-evident @thatvsi t*shoutd 
have happened 10 years ago or 15 years ago when this thing started 
but it didn't and it has forced legislation. You understand how 
YOu dre -iNViting tnis sturt.~t*-don*tY mean youd on I don’t mean 
Imperial Oil, I mean companies that didn't do things that were 
cheap and self-evident a long time ago. 


Mr.’ Epp: Mr. Peterson, “you “Say they are ‘self-evident»rand 
yet people aren't doing much. 


Mr. Peterson: In the whole great pension debate, you 
start with disclosure of information. 


Mr Wiltes Mr. Chairman; "Lees “could =“PTespond sto ‘Mr? 
Peterson, I don't think in our submission we advocated or 
recommended legislation, but nevertheless I think we were 
definitely conscious when we wrote the submission that since we 
were reflecting to you what we think are the most up-to-date views 
coming out of the national pensions conference, you could rely on 
what we say. It would give you a pretty good reading on how 
whatever you are thinking of doing might sit out in the outer 
world. 


Mr. Peterson: I was there and we have read copies of the 
Summaries too. 
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terms of the private industry, but it has to be pushed rather than 
showing more leadership in this area, I think we have gone through 
that. I want to go through the list of members. 


Mr. Epp: I have one more question. 


Mr. Chairman: Yes, you are indeed. But you have a habit 
of asking questions that beg a very lengthy response. 


Inter jections»Lt..isia very,complicated subject. 


Mon pEppP wt This has StOc Cog wiGheuthessinvestment.ofathe nage 
amounts that are now available and that will be available when 
another plan is adopted and with respect to Canadian investment as 
opposed to foreign investment. What would your attitude be to 
legislating that maybe 20 per cent of this could be invested 
abroad? Do you think all the money that is collected in pension 
funds should be limited to investment in Canada? I would not ask 
you a very Simple question. 


1£1240c¢aem. 


Mr. Hewitt: The chairman gave a very good prologue to 
your question. Let me quickly get a handle on it by suggesting to 
you that the perception of curtailing the flows of capital is one 
I have grappled with in a number of forums before. 


Capital, by and large, knows few barriers other than pursuit 
of higher and better returns. The regulation oof pension 
investments as now constituted is handled federally through the 
Income Tax Act. I believe there is a 10 per cent limit on pension 
funds--that is, a 10 per cent limit in assets at book value-- 
invested outside of Canada. Therefore, I am reticent to focus your 
attention on this area because it is a federal consideration. 


It is my personal view that the 10 per cent limit is 
restrictive. Whether or not there should be a limit, I again go 
back to the fact that this is one of the challenges of one's 
fundamental perceptions of capital and whether or not it should be 
directed and how it should be directed. I do not believe this 
committee can deal adequately with that national consideration. I 
would be very reticent to see any regulations developed by the 
province of Ontario that differ from those of other provinces. It 
appears it is a consideration that deserves a uniform approach. 


Mr. Epp: As you know, some of the funds now invest both 
in Canada and abroad. It is one of the things that we are going to 
have to look over carefully when making our recommendations. Thank 
you very much. 


Mr. Cousens: Mr. Chairman, I am very interested in the 
off-the-cuff remarks that started coming from Mr. Hewitt that were 
not even a part of the presentation. I am glad we have Hansard so 
I can go through them in more detail. 


I would like to follow up on something that Mr. White was 
talking,.about.«»Thats is) portability. cit ois vanr imporctanecun ect... 
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would not mind if you could elaborate on some of the features that 
are prominent within the life insurance industry on that and just 
how these benefits could be implemented, if at all possible, in 
other schemes and in other parts of the free enterprise system. 


Mr. Peterson: With great respect, if you heard Mr. Wells 
testimony on the subject I think you would have learned everything 
there probably is to know about that subject. 


Mr. Cousens: But we now have a person from ae large 
insurance company who has referred to it in his report. 


Mr (OsChatmmanseihT SfacsStnoth think Giweb} would’ tfestricty «your 
right to ask the question, Mr. Cousens. I am sure the witnesses 
are competent to respond. 


Inter jections. 
Mpaobpp: tin segustnithexnwayryouscali.it. 
Mieebrandt se hatics Bidl-2, if eyow want -tos-Lookvdit.aup. 


Mr... White: Mr. Chairman, I would like to lead off by 
Saying that I personally do not believe that portability is a 
counsel of perfection, as the royal commission report says, nor 
does the life insurance industry. 


The arrangements for portability are by no means complete 
within the industry itself. I do not want to mislead the 
committee. It is one of the aspects of the private sector that it 
is not monolithic. Even within one industry in the private sector 
it is not monolithic. I cannot claim that all the life insurance 
companies in Canada, as of today, have this arrangement in effect. 
Many of the leading companies, including my own, do. We are 
persuading the others to move as soon as they can to put this 
arrangement into effect. 


Our plan is to then approach our group pension customers and 
endeavour to persuade some of them to put it into effect and 
hopefully to spread the gospel in that way. As a matter of fact, 
if I could just recap a bit on the differences in view within the 
private’ sector, Wvacccotplebaot -fusir ‘ares’ going’ sup ’*tovelmperial, ;Oil 
shortly and are going to talk to my friend here and some of his 
executives to persuade them that pension portability is feasible 
and you can take it with you. 


This is the kit I spoke of earlier. We have a supply of them 
here. I would be more than happy to leave them with you for the 
members of the committee. 


Basically, the idea is that when someone who has fulfilled 
the qualifications for a vested benefit terminates service, 
instead of leaving that vested benefit in his former employer's 
plan, if there is a portability provision he can take the value 
Wath eh ims @eyou “mayo "say, iwhat value? Ycyouls can svget? ginto 
technicalities in determining the value. My suggestion to chief 
executive officers and vice-presidents of human resources and 
people of this kind who are interested in this program and to 
yourselves is by and large to leave the technicalities of 
determining the values to the actuaries for the plans. 
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There is a safeguard in this arrangement in that the actuary 
has to come up with a reasonable formula for determining the 
transfer value, but the safeguard is that the same formula has to 
be used for departing employees in determining what value they 
take with them. You have to use the same factors, the same 
parameters and the same formula in accepting the transfer value 
for an employee joining you in determining how much service you 
are going to give him under your plan. As long as an employer 
agrees to do that, then you can be confident you have a sound 
system. He is not loading it in favour of either departure or 
arrival. 


Mr. Peterson: You do not feel that the commission has to 
be the arbiter of these disputes if and when they arise? 


Mrs. White: oad dondtrsthink ‘Sosibutwlitwoulds haves tojadmat tic 
is early days and maybe I have not thought out allée the 
eventualities that might arise. If controversies did arise, I 
would certainly not be against someone having the responsibility 
for working them out. My own feeling is that as far as we have 
gone at the present time, this is a very workable arrangement and 
need not give rise to controversy. 


Mr. Chairman: Mr. Peterson, you have just anticipated 
Mr. Cousens' second question. 


Mr. Cousens: I was just Surprised that Mr. Peterson had 
anything to ask on something that was so fully covered in his own 
mind. I was just aghast. 


Mr. Chairman: Maybe that wasn't your second question. Do 
you have a second question, Mr. Cousens? 


Mr. Cousens: It is in the process of being answered I 
think. The other part of it is just how it can be applied and you 
are alluding to that. 


Mr. White: Yes. I am sure you all know that pension 
plans in the public service--for example, the public services of 
this province, the federal government in Ottawa, crown agencies 
and crown corporations--and among hospitals, universities and 
various academic institutions have had portability for a long 
time, some of them for decades. That portability is arranged in 
each case by a bilateral treaty or contract between the two plans 
involved. So you have a host of these bilateral agreements in 
operation. 


The life insurance industry plan is intended to avoid the 
need for the bilateral agreements and it is intended to allow each 
employer to make his own decision about portability for his plan 
and set it up working with his actuary on a sound basis for his 
plan. Then he is ready to do business in the portability field 
with any other plan that has a like portability provision. Or, as 
I said earlier, in some cases a departing employee could take his 
transfer value and put it into a locked-in RRSP, assuming he can 
get it from Ottawa, because it has to stay there until age 65. 
That would be necessary because you will have people temporarily 
or permanently passing out of the labour force, for example. 
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Mr. Brandt: Supplementary on that particular point for a 
nNonenty oy Le Can ein? the: interest. ofisuniformity,> dowyouunot. think 
there is perhaps some justification for legislative initiatives in 
that direction? How could you possibly get this huge industry to 
have a uniform in and out portability concept that everyone would 
agree to when you have such a widely diverse series of opinions 
both in the industrial sector and with the companies that are in 
your field. Do you not feel that some kind of an umbrella 
legislative initiative might assist in some direction? 


11250 asm. 


Mr. White: In response to that question, the province of 
News. Brunswick jell sthinks, Ie, amascorrecti) ins saying,;»ois . about ..to 
introduce pension benefits standard legislation. It is under 
consideration now. I do not think it is any secret that the life 
insurance industry has been to Fredericton, has presented this and 
is endeavouring to persuade them to include it in the legislation. 


Mr. Chairman: So you see the role of mandating in terms 
of portability. 


Mr. White: Yes. 


Mr. Williams: Just a further supplementary as a way of 
clarification. You had said that provided the same actuarial 
figures, formula and parameters were used coming in as going out, 
you could come up with a very viable portability feature in any 
private plan that was set up. But then you added the rider, "and 
provided there were similar portability plans elsewhere." I 
presume you meant with the employer that the employee would be 
going to when leaving that company. How are you to be assured that 
that other employer, the third party, in fact has a comparable 
portability plan feature built into its pension plan or if he even 
has one? Isn't that the weakness of the logic of your argument? 


Mr. White: In the case of someone leaving and going to 
employer xX, say, if he wants to take a transfer value under the 
portability arrangement, then he has to ask, or we have to ask, 
the new employer, "Do you have arrangements in your plan to accept 
transfer value?" If they say, "Yes, we do", that is all we need to 
know. We arrange the transfer value and move it over. The 
application of it in the new plan is between the incoming employee 
because, after all, it is his transfer value, and his new employer 
as to just how it is to be applied. 


Mr. Peterson: You would have no problem if we suggested 
that we mandate that every plan must have an in and out provision? 


MrosWhitessThatyudissr ight. 


Mr. Peterson: The only problem is the valuation, and we 
have agreed that there is a simple way to handle that. It is 
either that or arbitrate it. In one line of legislation you could 
clean up that problem and you would have no problem. 


Mr. Brandt: Are you prepared to make a specific 
recommendation with respect to the wording on the portability 
question much as you did with the province of New Brunswick? Could 
we have that from you? 
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Mr. White: My president is probably going to chew my ear 
off. I am getting into deep water, because I am here as a delegate 
for Financial Executives Institute Canada, but I am talking about 
the CLIA's arrangement. They will be appearing before you next 
week, I think, and I am sure will be more than happy to go into 
alas oEotnis ¢ 


That is a personal response and from the life industry point 
ofreview, Io woulds yusteodiketato sisayyigtomiintroduce ma seltttie 
dichotomy, that I was not necessarily speaking for FEIC. 


Mr. Chairman: I. understand what you are ‘Saying now. It 
is often necessary to have a great deal of potential for 
flexibility. Certainly as the chairman of a committee I appreciate 
that point. 


Mery ‘Brandt: 41 want! Mtogordaght? into! rthatysAGithe @timeitosg 
mandating, what you are saying is that we can blame you when the 
entire industry is in an upheaval over that question. 


Mr. White: I am close to retirement. 
Mr. Gillies: You may get even closer. 


Mr. Brandt: And therefore totally sheltered from any 
attack. 


The question that I wanted to pursue was the comment that 
you made with respect to the CPP being in "“reasonably healthy 
shape." With regard to the problems that we have that are 
addressed on the board there, in connection with the present 
participation factors of 3.6 per cent in the years 1986, 1981, and 
the concerns that we have in connection with the underfunded 
portion and the problems that we are going to face in that regard, 
I would like some response from you as to how you think that 
should be handled as it relates directly to the CPP. I start off 
that line of questioning primarily because you indicated the plan 
was reasonably healthy. 


The second part, however, that I wanted to talk -about was 
the Canadian Labour Congress presentation yesterday, and I am sure 
you are familiar with their)position; which? is for:satdoublingwof 
the benefits under the plan. Taking into account their comments 
relating to where they think we should be heading as a committee 
some of the guesstimates range from using their figures from a 15 
to 17 per cent contribution rate requirement in order to double 
the benefits of the plan to perhaps 18 per cent from some other 
reasonably knowledgeable sources. 


They do not seem to be concerned about the extraction of 
that amount of money from the total economy. I pursued this 
question in committee yesterday and it did not seem to concern 
them that we were going to look at a four or five times factor in 
terms of the amount of contribution that would have to be made by 
employers and employees relating to the CPP. 
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I wonder if, from your vantage point, you could give us some 
indication of what you think the impact would be on the economy. 
We all know some of them, but what would your response be if we 
moved in that direction, which is simply a doubling of the CPP? 
There are some members of this committee who are somewhat 
sympathetic to doing the same thing, as much as that might shock 
you. 


Mr. Peterson: Somewhat. 


Mr. Brandt: Most of them are on the other side of the 
room. We really have to look at that question in its fullest 
context so that we understand from someone who is as close to the 
economic situation as you are, as close to the private sector as 
you are, what you feel the implications might be. 


Mr. Hewitt: Rather than call this an attack on any one 
position, I would like to take it back to the fundamentals and 
Suggest to you that this, aS a tactic or approach, deserves 
considerable deliberation. 


At the outset I might suggest that some of those who 
advocate this position are less than honest in their basic 
analysis and comparison with the European approach where, if you 
will, considerably higher levels of compensation are dedicated 
towards retirement savings. Before one takes the Swedish or the 
Netherlands or other models and suggests that this is evidence of 
Canadian willingness to save in this form, one should 100k more 
broadly at some of the other infrastructure of their social 
assistance plans. Additionally, one should look at the US 
Situation and grapple with a couple of things. 


One, Canada is different. Canada iS a growing nation. In 
terms of macroeconomic maturity, Canada is different from Europe. 
One should therefore be very careful in terms of funds’ flows 
analysis, if you will, tampering with the flows and intermediation 
of funds throughout the economy. 


Mr. Peterson: Can I add a supplementary on that? Let's 
assume for a minute we are going for some new system, be it PURS 
or whatever. I am comparing this to the PURS system. I hope you 
don't mind, Andy. They made this point yesterday--and correct me 
if I am wrong--that if you doubled the benefits and went to a 
complete pay-as-you-go program, in terms of present cost analysis, 
it would be less of a tax load on business, employers. and 
employees than would, say, a mandated system like PURS. Am I right? 


Mr. Brandt: I think that is essentially (inaudible). 


Mr. Peterson: In other words, their point was that 
business should like this because actually when you put it out 
over a 50-year period, 17 per cent 50 years from now is not all 
that significant as opposed to the upfront costs now of the PURS 
system, which would be a much higher load on business as well as 
employees. If you do a present cost analysis--or whatever people 
dom*to = figures oute@the Soverakle cost ‘and’ “the "distribution “-of 
that--they said it would actually be more attractive to business 
and a more intelligent way to finance that kind of security. Have 
you ever heard that argument? What's your opinion of it? 
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Mr. Hewitt: I have heard the argument but I haven't seen 
any evidence to substantiate the argument. Frankly it sounds like 
a postulation or a belief without foundation. I am prepared to 
examine the evidence provided with the I would like to add a 
couple of other comments to the perceptions. 


12 noon 
An hon. member: You have a problem, there is no evidence. 
Mr. Hewitt: One should base-- 


Mr. Peterson: I would like to examine that proposition 
because I think it is kind of germane. 


Mr. Hewitt: May I respectfully submit that one should 
rely on empirical evidence first before one postulates positions. 


I have a couple of other comments. A quick-fix solution does 
involve a very substantial intergenerational transfer. You might 
add, "What is wrong with an intergenerational transfer?" 


I suppose when we confronted this issue, or at least when I 
discussed this approach with a number of people at the National 
Pension Conference, one of my responseS--and it is somewhat of a 
political response but I think it was an appropriate response--was 
"Does it get your kid a job today?" We are passing today's 
retirement burden on to tomorrow's kids who may or may not have 
JObS'e™ Tt *tests, (pel) oyou sawikbl, wyour) sperceptionseols savings, 
investment and consumption. This is the postulation I started out 
with and one of the basic challenges in any reform or perception 
of required change. 


Ti eswouldy salsotachike? gtosarpointszyoutasto, Syou,-uthatatpolieical 
priorities change over time. In this context, one should be very 
careful in terms of enhancing the profile of the Canada pension 
plan. If one does double the benefit, one necessarily increases 
the funding provisions, if it is partially pay as you go. You may 
prefer to make it entirely pay as you go, in which case there are 
fairly substantial intergenerational transfers depending upon the 
demography associated with the plan. But the control over the 
funds is a significant concern. It is a concern that, once again, 
raises national priorities in terms of how much capital is 
required for searching and developing new energy-- 


Mr. Peterson: You are going to fully fund the-- 


Mr. Hewitt: --and in terms of developing transportation 
infrastructure. Does one rely on the private system of 
intermediating capital where the highest and best use dictates its 
employment or does one go deeper into "a mixed economy" and a 
typifying of Canada, if you will, to some extent in macroeconomic 
terms or terms often referred to by economists aS a mixed 
environment--an environment of partially free market and partially 
tampered with by interventionists. 


Mr. Peterson: Are you arguing for fully-funded CPP? That 
is the logical extension of what you are saying. 
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Mr. Hewitt: No, Ton have noty: cardi i ethatinater elds: +. Mr. 
Peterson. What I am suggesting is that if one does enhance the 
profile of CPP considerably, one of the considerations to be borne 
in mind is whether or not it iS pay as you go or partially funded 
and what does happen to the capital. 


Mevoccharrmanm: Dibite might anterjyect, fite«;struck mey as a 
device through the CPP and a fresh mechanism for the 
redistribution of income. I won't develop that further but I did 
get that philosophy implicit in the proposed reform, inverted 
calendars of the Canada pension plan because of the method in 
which the payments would be made and the contribution rates which 
would be geared to the income and to exemptions and so on at the 
lower levels to take care of some of the problems of extracting 
income from people who are in most need of income now. Anyway, I 
won't persue that any further, but I just wanted to make that 
observation. Perhaps Mr. White would have a supplementary. 


Mri. SoBrandts> lo 'want) sto»ssepursue -one» point .--in»)»connection 
with the private sector investing and perhaps the rather 
Substantial shift of capital that would be an increase in the 
total pool of money available for the CPP that would result from a 
shifting as suggested by the Canadian Labour Congress. 


The argument has been presented that although up until this 
point that pool of funding has been available through an 
arrangement between the provincial and the federal governments to 
the provincial government that in effect the mechanism could be 
developed which would not be dissimilar to that which is 
incorporated in the Saskatchewan legislation where money could 
flow back into the private market at a percentage of the total 
pool or whatever the case might be. Did you want to respond to 
that, because that is one of the arguments that is being used 
perhaps to counter what you just said about where those funds 
would be used, either in the private or in the public sector? 


Mon Glew itt: Mm. suChaimman an Teiethough ts lye :dtdiiyalLiude %,to 
that, possibly in a tongue-in-cheek way, when I suggested that 
political priorities do change over time. What is at stake here is 
who does have the investment authority, if you will, or the power 
of attorney over these funds. I suggest to you that’ the 
free-market mechanism which moves the capital to higher and better 
uses is perhaps a better mechanism than a large pool of capital 
that is, say, at the discretion of an investment committee 
composed of members of cabinet, as it is in one province, 
(inaudible). That kind of investment activity is bound to be, or 
is, vulnerable to political priorities, pressures and perceptions. 


Mr. Brandt: I'd say that's probably right. 


Mr. Hewitt: Okay. And one therefore must be very careful 
if one postulates that as an approach. 


Again I come back to one's fundamental perceptions of 
humanity, commerce and, if you will, the data upon which one's 
postulations are made; and secondly, whether or not you think 
one's perceived mechanisms are operable (inaudible) over the long 
run. That's one in which I personally have some suspicion. 
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Mr... White: © Mrs.9Ghairman ,-®iParh ncowldimaddiwaly coup _ Gawrt 
comments on your first question about expanding the Canada pension 
plan. I found all the volumes of the royal commission report 
fascinating, but I found an awful lot in volume VIII, particularly 
that Southam survey. 


You may recall that when they asked people about their 
attitudes towards the methods of funding under the CPP--"Do people 
in Ontario prefer the continuation of intergenerational transfers 
or would they prefer that their generation, and each generation in 
a general way, fund their own pensions?"--55 per cent of the 
people who answered that question favoured each generation funding 
its own; they did not favour intergenerational transfers. Three 
quarters of those people were prepared to face increased 
contributions in order to achieve that. I think that ties right in 
with the work of the royal commission and their recommendation of 
the PURS approach, which has that thrust to it. 


I don't see the point that was brought up over here a minute 
ago, presumably from the Canadian Labour Congress, about the 
position of the employers, because it seems to me, if I read the 
PURS correctly, that if you put that into effect the employers' 
position is going to be a two per cent contribution for PURS up to 
YMPE.. plus ».what»-hes has. to» put ,anter the «presents "CRP. whichis 
currently 1.8 and will ultimately increase to something in the 
neighbourhood of nine per cent. So ultimately it will be something 
in the neighbourhood of ll per cent. If you double the CPP you 
will ultimately be looking at something in the neighbourhood of 18 
per cent. 


Mr. Peterson: (inaudible) ot is going to gradually 
escalate. It will be less now and more later. 


Mr. White: But it's not going to be as high as it would 
be’ sunderey the. «CPP GThat'ss thes point) PasamimnakingsshDeithink Bits 
important in this province particularly to keep these facts in 
mind, because Ontario and this metropolitan area are the home of a 
great deal of international business. Your employers have to 
compete..cnote, only «dineiOntarcd om .andipgnot \nonby heinsmeanadam pout 
internationally as well, and therefore their costs, whether those 
costs are associated with plans they sponsor themselves or whether 
they are mandated by some level of government, will have some 
impact on their ability to compete and provide jobs. 


With regard to doubling the CPP we talked about the 3.6 per 
cent going up to nine per cent on a pay-aS-you-go basis, or if you 
double it, up to 18 per cent. I am sure you will appreciate that, 
if it were to be doubled, a major impact, because all the 
privately sponsored plans would have to be adjusted, would be a 
Switch from a funding basis, which is presently going on in the 
privately sponsored plans--the assets are being built up to 
provide those pensions, and in the meantime those assets are 
providing jobs--to the intergenerational transfer basis; you would 
Switch over to a pay-aS-you-go basis and you wouldn't have the 
same buildup of assets or the same ability to provide jobs, which 
1s* the “point, I “think,- “that: Baldo was t6achitig’on’ Thank lyou pIMoc 
Chairman. 


Sis) 


Mr. Brandt: Have you done any studies with respect to 
the impact that this kind of increase in the CPP contribution rate 
would have on consumer spending, for example? You are really 
extracting certain dollars today and setting them aside for some 
future generation to spend on their retirement years. Does that 
cause you any concern in terms of economic impact? 


Mr. Hewitt: FEI Canada per se hasn't done any studies in 
this area, but I could suggest some references that may be of 
assistance in this area. I know that Professor William R. Waters 
of the University of Toronto and Sir James V. Poapst have done a 
great deal of analysis, I think, of the MacDonald _ survey 
associated with the Porter royal commission on finance and 
banking. This was a Survey carried out in the early 1960s. They 
analysed, if you will, the savings propensities of individuals and 
the capital formation of households, ranging from the need to 
purchase primary shelter, transportation, entertainment a la TV 
sets, and so on right up to, in the age 40 plus, beginning to 
save, to liquidate debt and so on. They have some perceptions that 
may be of some interest to the commission. 


Possibly the work carried out by Mr. Pesando and Mr. Rae at 
the University of Toronto Institute for Policy Analysis may also 
have some insights. FEI per se doesn't do macroeconomic research. 


I might also refer you to Jim Ninninger at the Conference 
Board of Canada, which also does some analysis of savings patterns. 


MCN LLCO aA seca ea LOOtNOce,.. Mr... Chalrmangsachere, 1S.).a....L0c 
of concern in the United States right now, particularly in the 
realms of academia and in the general area of people in business, 
like economists, who are intellectually interested in the kind of 
question you raised, about the negative impacts on personal 
Savings in the US from OASDI, the counterpart of the Canada 
pension plan. 


The United States, as we all know, iS a capitalist country. 
It was built and made great by that mechanism. That mechanism is 
now apparently tending to run down to some extent, at least in the 
personal savings area, and some people feel that some of the 
responsibility--not all of it, but some of it--can be traced to 
OASDI..I can find papers for you on that subject if you would like 
to have them. 


Mr Je Brandtsec!l e-thinky it'ssJan;cimporntant question,. really, 
in addressing the whole area of pension reform and the possibility 
of looking at some enhancement of the CPP. 


Mr. McClellan: What Canada needs iS a Ronald Reagan 
(inaudible) social security here the way he is doing it in the 
states. 


Mr #uebrandt tet Aanatee-Mighteas. be «a ..good....possibility.... There 
might be some value in doing just that. 


Mr. McClellan: I think you should take that up. 


Mr. Hewitt: The point I was about to make, Mr. Chairman, 
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is that there is a very interesting experiment going on now in the 
United States. It's really the economic package of the Ronald 
Reagan advocates--Kemp, Roth, Gilder and associates--an experiment 
and’ perceptions, “if wyou:4wiltl;”’ of pri Posophvess OL '4Savingserend 
investment. Perhaps aS a primer some of these fundamental 
principles should be read by your committee. It is a very 
different philosophy from that which I as an observer see being 
practised here in Canada at present. Perhaps a spokesperson from 
one of the local universities could provide a primer on supply 
side economics and its implications. I'm not an advocate of the 
position; ’ but7 At simply pointcut Stoes youuthat: cit Sshlaneinteresting 
philosophy which appears to be very different from that being 
advocated today. 


Mr. Gillies: Some of us don't quite care as much about 
building up arms as we do about the security of our seniors, but I 
guess there are all shades of philosophy, Mr. Chairman. 


Interjections. 


Mr. Hewitt: My comments are directed entirely toward the 
revenue side of the equation. Let's leave apart from it the 
expense side of the equation. The expense side of the equation I 
make no excuses for; I simply suggest to you that there is an 
interesting philosophy of taxation and Savings. Ttiis an 
experiment--and I think I'm being very objective when I call it 
that--which is being practised, a real, live experiment, and one 
of the largest ever attempted in the history of the macroeconomic 
theory. 


Inter jections. 
Mr. Chairman: Mr. Mackenzie was next on the list. 


Mr. Mackenzie: I just have one very minor point to make 
on the beginning of your comments that there was--I forget the 
word you used--a growing acceptance of the fact that pension 
payments or pension plans were deferred income. We had a pretty 
definite statement from the Canadian Manufacturers Association 
yesterday that it was deferred income. Is there still any doubt, 
or any viable position out there that it is not deferred income? 


Mr. White: I think, to be very honest, you would almost 
need the wisdom of Solomon to answer that question. It is one of 
the facets of what is going on in the private sector that is very 
difficult ito wp inVdown} ~ One Ssiecfeelingm about ewhatniiss wrealiy 
happening varies almost from week to week or day to day. 
Certainly, when I came out of the National Pension Conference at 
the beginning of April I was left with a very strong impression 
that the acceptance of this was becoming quite widespread. That is 
aboutas! farrasiivican 0% 


Mr’. (Mackenzie so Thater tsewhatmner certain ly* 2606 outeto fOithe 
CMA yesterday, somewhat to my surprise, although I was pleased to 
hear ‘that™ But dtdid not *gét@that*®*fron-yyour Péa¥laér bremar ks ?o1 
gather there are still some reservations about it. 


Mr. White: I think we ‘say “in’“oUur “Drdefaztiarc. there is 
wide acceptance. 
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Mr. Mackenzie: That is all I wanted to know. 


Mr. Chairman: That certainly coincides with the general 
perception as manifested in our budget address by the Treasurer. 
That leads us to Mr. Peterson, who is last on the list and who was 
cunning enough to ask his questions as supplementaries earlier. 


Mr. Peterson: You are getting smart, Mr. Chairman. On 
the intergenerational transfer question, I personally have a very 
serious problem with the morality of that. Which position are you 
viewing to address that? Do you have a position on it? 


Mrea KK. GRR OCOnSmI ths + Yours havemoinad= "our fyiew 2P0n ! Sthis 
particular"ones “IVvwill try to“take-a’ Little poke-at it. 


Let us look at the history a little bit. Back quite a number 
of years we used to have a three generation family. Not so long 
ago we had a two generation family. At present we generally have a 
One generation family. What I am talking about is that 75 years 
ago family units consisted of three generations; the younger 
people looking after the older people. ASs_ our industrial 
development took place we found that the three generation family 
unit became two, and then it was one and, in some cases, less than 
one where we were having separate households. 


The responsibility that the family felt to all other 
members, particularly those members who were unable to provide for 
themselves, became more and more limited. Concurrently with that, 
there has been developed various schemes to provide for the needs 
of the members of the family who are becoming, aS we progress, the 
one and smaller family unit. This has been the impetus for the 
development oof formal pension plans’ and _e for the funding 
requirements. 


The} chang: Sl *woulld?-Like’*tomget f across "iisiethatwitorarngreat 
degree the large family unit has given way to the small unit where 
we are isolating people from the assistance and help of the 
extended family so that we need to provide, or the individual 
needs to provide for the years in which he is unable to earn a 
Living=-lor=-nsymserf -* le'seems*“to’’ me™ that e1ti*1s7-going™eto F ibe 
difficult for us to reverse that trend. Consequently we must 
continue with this aspect. 


12:20 p.m. 


When we had a three-generation family unit we had an 
intergenerational transfer effectively, because the earnings of 
the younger people paid for the needs of the older people. 
Progressively, aS we go into the area of looking at the individual 
providing for his own retirement requirements, we come to the 
question whether or not that should be paid for by him or by his 
ehitdrenvyoor tchis-. children's children. In other words, is an 
intergenerational transfer reasonable, appropriate and equitable? 
I guess that is a question you are really raising, isn't it? 


Mr. Peterson: That's right; yes or no? 


Moet hee ee Smith? -Thati?focuses,5” 1 sthink,/sthe question 
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very clearly. I think you have come out here in the discussion 
this morning that generally we favour an individual providing for 
his own because that will provide the capital which employed 
correctly will generate the income which will provide for the 
needs of the individual retiree. So we do go ahead, I think, on 
the basis that we generally would support, at least I personally 
would support the proposition that the individual is basically 
responsible for his own retirement needs. 


While I am mentioning this, I might say that the formal 
pension is not necessarily the only way in which he can look after 
his retirement requirements. A lot of people may have a little 
corner store, in which they can work until they are 89 or 92. They 
may have all sorts of different ways of providing for their 
retirement other than a formal scheme. But, basically, to me the 
individual has the responsibility. He can be assisted by 
employers, he can be assisted by government for this particular 
need, but basically that is my own position. I cannot say it is an 
FEIC position, but it 1s certainly mine. 


That would suggest that Bi would not like to see 
intergenerational transfers. But when you apply this to a very 
large fund that would be generated to provide these formal pension 
benefits, I find it would be appropriate if this were held in a 
very widely distributed private sector, that we do not have one 
organization controlling all that vast amount of capital. 


Where I find a problem is when we move into a_ social 
security type of program where the government has seen fit to 
provide a floor to the CPP, OAS and GIS. There I find that I have 
to modify my stand, because I think we are developing such a huge 
amount of funds which can be used in a political sense, which is 
not necessarily the best sense for the recipients of those 
particular investment earnings. So that while I support fully the 
non-intergenerational transfer in respect of that portion of the 
pension retirement system which is generated through the 
individual's own planning and through the employment ' = scheme 
through a private employer, I feel that there is too much of a 
risk to have huge funds on that type of basis for those schemes 
that are basically sponsored or controlled by governments. Am I 
answering your question? 


Mr. Peterson: You obviously do not like the $19 billion 
being invested principally in government securities. What is your 
position on paying back that money? Do you think Ontario should 
haveisto cough .up, thee $105 billion, 61:2) sbi) Lion, shi 5Ssbellion weswiil 
owe CPP by 1991? 


Mr. Hewitt: Mr. Peterson, I believe that is a subject 
for negotiation between the Treasurers of Ontario and the other 
provinces, and the federal government in 1984, 1985. 


An. hon. member: Obviously. 


Mr. Hewitt: I would also enter into the record a rather 
interesting aside, and I believe you were a party to it as well, 
David; at the National Pension Conference Monique Bégin looked 
over to, I believe it was the Deputy Prime Minister and said, 
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"Well, I guess for all intents and purposes we can consider that 
money gone and we cannot expect any repayment," therefore, if you 
will, openly admitting before the whole body present at the 
national conference centre that some increase in the Canada 
Pension plan premiums may be required to maintain the funding on 
an even keel basis. But this is a Subject of considerable debate 
for the members’ of this Legislature and possibly future 
Legislatures. The FEIC does not have any position on that. 


Mr. Peterson: One other question, and you only have to 
mention one number to respond: You have addressed the coverage 
question and you have added some new perceptions to the question 
as far as I am concerned, which I appreciate very much, and you 
have a broad view of this question, other provisions’ for 
retirement income, corner store, house, blah, blah, whatever else. 
in "your @*opiniony "according oytos#syour? ! standards, diwhats:is/ «the 
percentage of coverage now? Just give me a number. Do you think 
that 80 per cent are covered now, 50 per cent, 90 per cent? Which? 


Mr. White: Working from the 68 per cent in the private 
sector, 77 per cent in private/public taken together, which comes 
from Arnold Shell's work and which was based on 1977 data, and we 
are now sitting in 1981, I would say the coverage is. higher than 
either of those two percentages as of today. 


Mr. Peterson: You also include other things in there? 


Mr. White: The only two things included in there are 
registered pension plans and registered retirement savings plans. 


Mr. Peterson: But you mentioned housing-- 
Mr. White: Whether you are saving for a house-- 


Mr. Peterson: The gentleman mentioned a corner’. store, 
which is a retirement plan. 


Mr. White: --profit sharing plans, et cetera, et cetera. 


Mr. Peterson: I assume that is your working premise when 
you are looking at the coverage question. In your opinion, taking 
all of those things--look, I am trying to determine the extent of 
our problem on the coverage question, I want your opinion. Some 
people argue we have a 50 per cent problem in terms of coverage, 
other people argue we have less. What is your opinion about the 
extent of the coverage problem? 


Mr. White: It is not nearly as serious as it is claimed 
to be. 


Mr. Peterson: Will you give me a figure? I am not going 
EOnnOLa you tO 71 ts 


Mr. White: It is certainly more than 80 per cent. 
Mr. Peterson: You think it is more, in other words only 


about 20 per cent of the people really have a coverage problem? 
That is very important to us. 
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Mr. Chairman: Thank you very  ~much, gentlemen. Your 
attendance this morning has been very helpful indeed to our 
committee. 


MrouKes cH. iSmithéen Mrs 1 f¢Chalixmanyei may plana Stecsay,. fOnek wond 
before we finish? 


Firstizof all, oedsiwouldmbike, ctowithanks they chairman..and. the 
committee for inviting us. It has been very fruitful for us, and I 
hope helpful to you. 


23300 p.m. 


I would just like to leave this with you: you have an 
extremely major topic under discussion and under review and I 
sympathize with the difficulties you will encounter in coming 
forward with your recommendations and reviewing all the detail 
before coming to those recommendations. I want to assure you that 
we will be standing ready to assist in any way that we can. 


Our whole purpose in being here today is to try to assist. 
We are not really trying to push one thing or another. We are 
really trying to assist you in arriving at something that will be 
fair and equitable and useful. 


When we are looking at the pension issue we must also be 
aware of its position in relation to a full host of other what we 
might call fringe benefits or various social requirements, and we 
must look at the impact of what you may suggest in the context of 
the total impact of these various social programs in relation to 
the economy's ability to handle this. 


I am sure you must be aware of that. I will just close with 
the statement that to some degree it iS a choice between 
short-term gain for ‘long-term -pain or short-term pain for 
long-term gain. With that gentlemen, thank you very much. 


There iS one other thing I wanted to mention too. I am 
sorry. AS you know, we are very interested in this pension issue. 
We were very concerned at the National Pension Conference and the 
manner in which it was put together and so on, and the fact that 
the provinces had no representation and that the business people 
had very little representation. I just want to mention to you 
gentlemen that we, the FEI, are proposing to present a major 
pension conference in mid-November, the 16th and 17th, here in 
Toronto at which we will try to have a very thorough presentation 
of the issues, of the income schemes, of the retirement income 
available to retirees which will be from employment pensions, 
pension plans, social security, individual planning, financing 
obligations, (inaudible) and the results in capsule form of our 
Survey which is now completed and will be ready for publication 
about that time. 


On the following day we plan to have Miss Haley, heading a 
group from CAPSA, to present their perception of the role that 
they would like to see the provinces attain and achieve in 
uniformity, which is an extremely important issue as far as we are 
concerned, and sessions on the fund management and measurement and 
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we also hope to have an hour with Treasury (inaudible) as well. 

I just leave this with you and we hope that we can count on 
some participation and some support from all of the various 
provincial governments in this particular venture. We hope that it 
will be a conference that will present the issues unbiasedly and 
will enable those who are charged with responsibility in respect 
of pension plans to gain some further insight into problems. 

Thank you very much. 

Mr. Chairman: Again, thank you very much, Mr. Smith. 


The committee recessed at 12:35 p.m. 


fo fuek ta nenee; .) 


Ae Sa . ia) -ohe ee om wy 
prt eo bY ; q 14, rn nt vps 


ures pee cdcigs 


eee for raver ing: ian YE nae yey Pt 3 ; 
ape beiptys Go yon. 1) « lvir cs ‘i eee | 


| t" nies pa wike eé-aiaeebt 
éxty emely »: Sopicl) ander) Ge 
vuypathize with the GLfEicunes you: a 
forward ith your cecommedcdetiens® af4 sepiew 
ogfere cowlng te there reconmmendationes I want 
wh will be standing ready “to socket in-gay vay Chat. ee cath 












Oas whole purpose in being) base. today oe As hind ial ‘amsist, 
ie ate not remlly ‘trying "to, pug aie, thing, Be 476, 
reallv trying to aseiet, vow) ih) Wee eee Bt -oneeiing any Ww a ba 
tain aad equiteple and usetul. | 

: when we ace Looking at the @apeien 1 mee we nage ahaa “be 
aveare of its position ls tSelatieon Be @ foil host Gf SUker Seen ee 
wight call fringe benefliteror atiege, eoeie) teguirenents). atd we 
mua: look atlthe impact of wied Wie PP eggest Jn Cae Gene oe 
the tocal dmwpact of these® Verloud aie) \prograneguin relation, te 
the economy's ebility to handid) tigey 


f am pure you muct be ovare @i thet, | al Gosek gigeewaee 
‘he atatement that to come degee@m it is =e eneice -oeneee 
ahortetecm @ain for Long-tecw Beige Of SRORGrRSER GOeiee ee 
omg term Gain. With that .@ent lesen, Ghank you eRe sien, 
raere, te one othel) thing vented to wen®ign too’, 20 an 
aorfty. &s you. know, we at@ very interested 18 Shae) beneion -aeece 
ug were Very concernesc at the Ketignel, Pension Caonkerence aaa .oe 
emmney' in which tt was put together 2nd #0 ans, 660. the Tage eee 
cy @rovinces had no representation and that, the Bbesinass peguae 
1G wery Latele representatio®. 4. Jaat want to Genteqe 207s 
Tepilemen thst we, the PRL, A¢@ PEOPSOInY: Be prenent 2 mejor 
~whtion conference in naid-loreseeh,~ the > 26th and 17h. Retecee 
Texrento at which we will try t¢ Skve & ety Gierouen peekenreaaaes 
f€ the segues, ef the ineoene echempes, OF the reticement noo 
stiuble to reticeen wrich wilh. be ron enploynent. pensions, 


eancio® plane, eoeectel security, -<n@ivideal pianning, fineness 
SUG iURcionay, (lineveibie)' and the resulte ae ‘ae “ule form of sour 

ors vhic’ +©¢ oow completed ang@le@kks 66 y for publication 
ot a 7 a4 & i me 7 


A ne ftollewing Gay #@ olan te heve Mise -Haleyss beaging & 
‘ious Ow CAMDS, to stetent thele perception) Gf) eae cere )ueee 
trap: ol Live te eee the provinces «attain: and | Sthigve,- i 
‘eit aley, eoten ta an extreeely depertent iesve ee feb ae wee 
roy Pe be, «)o e8efieoha O88 tle Euné seneages@nt) @hd seesereeene eee 











SELECT COMMITTEE ON PENSIONS 
ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 


THURSDAY, AUGUST 20, 1981 


Morning sitting 


“di “a, 
~~ 
ff LIBRARY 
Pa tone a ae SST SF 
Ss ~ 


< + MAR 29 1992 


Lr 
eit Wo ‘ 
<Q 


vay aw > 


Pi Lo 


Government 
Publications 


SELECT COMMITTEE ON PENSIONS 


CHAIRMAN: Taylor, J. A. (Prince Edward-Lennox PC) 
VICE-CHAIRMAN: Williams, J. (Oriole PC) 
Brandt, ANS. (oeanira lc) 

Cousens; De. (York, Centre PC) 

Cureatz, SS. sks. (Durhai Bast PC) 

Epp, H. A. (Waterloo North L) 
Gilties,.Ps. Asi HErantcorarre) 

Jones, T. (Mississauga North PC) 
Mackenzie, R. W. (Hamilton East NDP) 
McClellan, R. A. (Bellwoods NDP) 
Peterson, D. R. (London Centre L) 
Riddell, J. K. (Huron-Middlesex lL) 


Clerk: White, G. 
Consultant: Bentley, J. W. 
Researcher: Jennings, R. 


Witnesses: 

From the Association of Canadian Pension Managers: 

Carlton, C., Vice-President, Towers, Perrin, 
Forster and Crosby 

French, D., Assistant Treasurer, Simpson Sears 

Vincent, A., Executive Director 


LEGISLATURE OF ONTARIO 
SELECT COMMITTEE ON PENSIONS 
Thursday, August 20, 1981 
The committee met at 10:20 a.m. in room No. 15l. 


ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
(continued) 


Mr. Chairman: I see a quorum. If we might get started, 
gentlemen. 


You now have in your binders, for reading and study, exhibit 
61, which is articles compiled by our committee research officer: 
"Mandatory Pension Plans: What Reasonable Solution," by John W. S. 
Arthur, Canadian Business Review, volume eight, number one, spring 
1981, pages 41 to 44; "Retirement Income Policies: The Issues," by 
H. Bartel, Business Quarterly, winter 1980; "Our Pension System 
Does Not Meet Women's Specific Needs," by Monique Bégin, the 
Canadian Podium, June 1981; and "Standards Needed to Judge the 
Adequacy of Retirement Income," by Shirley G. Carr, the Canadian 
Podium, June 1981. 


Exhibit 62 is the Financial Executives Institute Canada 
"Report on Survey of Pension Plans in Canada," March 1980. That is 
not in your binders because of its particular size, but we have it. 


Exhibit 63 is Submission from Management Employee Group, 
Ministry of Transportation and Communications, with a covering 
letter from Mr. Harold Gilbert, Deputy Minister of Transportation 
and Communications. 


Exhibit 64 is the Canadian Life Insurance Association kit on 
portability of pensions. 


Exhibit 65 is committee research officer background material 
on issues raised at committee meeting of August 19, 1981: old age 
security, guaranteed income supplement and spouse's’) allowance 
projected expenditures; impact of demographic changes on 
pay-as-you-go financing; social security in the United States and 
Canada; and impact of pay-as-you-go financing on the saving rate. 


We are fortunate today in having with us the Association of 
Canadian Pension Management. I believe we have, as a part of that 
delegation, Mr. Davids French, Mr. Colin Carlton and Andrea 
Vincent. Will you please come forward? 


I might say that David French is the assistant treasurer of 
Simpson-Sears, Colin Carlton is vice-president of Towers, Perrin, 
Forster and Crosby, and Andrea Vincent is executive director of 
ACPM. 


I do not know who the spokesman is this morning, but if you 
could carry on in any way that you like. You may want to summarize 
or précis, because you are going to be engaged, I am sure, in a 
little cross-fire as you proceed. 


Mr.” French: Thank you, ‘Mri. Chairman. SAS an sintroductory 
note, I would like to read a written submission that we have here 
from the Association of Canadian Pension Management. We do not 
feel that this in any way represents our full position but, as you 
have said, we welcome an opportunity to discuss our various views. 
But as ‘avstar ting pointje twilltnead this, 2f7iimay. 


As an association which represents pension sponsors 
predominantly in the private sector and which shares the concern 
of all those involved in seeking solutions to the pension problem, 
the Association of Canadian Pension Management would like to 
express our appreciation for this opportunity to respond to the 
recommendations put forward by the Royal Commission on the Status 
of Pensions’. ‘in. Ontardo.0) Wet>belileve:y thats at) iisseparticubharry 
valuable for organizations such as ACPM to be a part of the 
ongoing debate as to the future development of pensions in Canada. 


Taken as a whole, the commission's report is a 
well-thought-out and carefully researched document. Our 
organization is in agreement with many of its general conclusions. 
Naturally, there are a number of specific areas where we might 
have taken a different approach. The following represents our 
viewpoints on some of those issues which are of particular concern 
CO7uSs). 


On the subject of statutory pensions, it has been 
established by the various reports that single retired persons who 
do not receive Canada pension plan and who do not have other 
retirement savings are the one most needy group among our elderly 
retired. it is our feeling that, rather than making 
across-the-board adjustments, GIS and Gains should be used to 
channel funds directly to those persons most in need. 


As regards the question of whether or not to expand the CPP, 
we are in support of the commission's opposition to a sizeable 
increase in the Canada pension plan benefit level as well as the 
commission's rejection of full funding. In both cases, we believe 
that the exorbitant increase in the contribution rate, which 
either of these would entail, supports the objection. 


On the subject of employment pension plans, private pensions 
are in a stage of transition from their original concept of being 
a reward for long service to the more current thinking of being 
deferred compensation. This transition is costly to fund sponsors. 
It must be understood by plan members, by plan sponsors and by 
government alike. 


We feel strongly that implementation of the changes 
recommended by the commission must be the subject of an 
intelligent and practicable phasing-in program which would take 
into account the economic problems involved and which would allow 
time for the necessary adjustments to be smoothly incorporated. 


A simple but unavoidable factor which must be borne in mind 
in any discussion of pension reform, in our opinion, is this: In 
an age of unprecedented cost-of-living increases, how much of his 
dollar earnings is the man in the street going to be willing to 
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sacrifice now for the sake of future security? The individual has 
the right to choose how to allocate his present earnings. The 
individual's need to meet his immediate financial requirements 
cannot be overlooked, no matter how well-intentioned our proposals 
and reform schemes for the future might be. 


The report's recommendations regarding the proposed PURS 
program are of course one of the most controversial areas of 
discussion. As applied to the standpoint of small businesses, 
however, the introduction of a PURS program on a mandatory basis 
will be less enthusiastically received, particularly if phasing-in 
arrangements are inadequate. 


Participation in a universal pension program, in addition to 
Canada pension plan with it inevitable cost increases, iS an 
expensive undertaking, especially for small business; and it could 
be argued that more flexible alternatives, such as profit sharing 
Or RRSPs, while sacrificing nothing in benefit quality, might be 
more feasible in certain instances. 


With these considerations in mind, we would like to suggest 
that any new pension system be conceived rather in terms of a 
fail-safe option, mandatory only in the event that an employee or 
company is not covered by an adequate alternative plan. To such a 
design, very small companies and recently incorporated companies 
might be temporarily exempted from participation. 


A further suggestion would be to introduce a PURS-like 
program on a voluntary basis for the first few years in order to 
allow private industry time to respond. If after that initial 
grace period small businesses and other nonparticipantS were 
unable to come up with acceptable solutions of their own, then 
mandatory inclusion could be considered. 


The commission's approach to the problem of inflation in 
relation to pensions is one of several being currently proposed. 
However, this particular proposal is fraught with technical 
difficulties, its costS are obscure but would likely be very 
large, and its tax credit nature iS inconsistent with the 
commission's emphasis elsewhere on the need for individual 
responsibility and sound financing. 


We would emphasize the considerable steps that the private 
sector has already taken and is taking now towards maintaining the 
value of pensions in payment. The private sector recognizes 
pensioners' needs for some predictability in this income 
production, but we are also mindful of plan sponsors' needs for a 
degree of certainty as to costs and for protection against 
uncontrolled fluctuations in these costs. 


The ACPM supports in principle the direction of changes in 
such areas as vesting, survivor benefits, disclosure and uniform 
legislation. 


Rane) livs “oh pewouud.. slikes to) readwcan briefeedistingipiof wour 
association's primary objectives and concerns. We believe: 


1. Steps must be taken to alleviate poverty among today's 


elderly. 
2. All Canadians must be treated equally in pension matters. 


3. Private industry must be allowed to remain in a position 
to make sound, prudent business decisions. 


4. Employees must be permitted to retain some room to 
negotiate the allocation of their total compensation package 
between present and deferred consumption. 


5. The wholesale transfer of pension liabilities to future 
generations iS unacceptable. 


6. A strong, healthy economy with inflation under control is 
a prerequisite for our society in general and in particular for 
the payment of adequate and protected pensions. 


7. Time and a suitable phasing-in program are prerequisites 
to the effective introduction and implementation of pension reform. 


LO 2304 a5:mé 


Mr. Chairman and gentlemen, it is important to remember that 
fund sponsors belong to their own pension plans and so retain a 
vested interest in the adequacy of their plans, in the outcome of 
this debate and the impact of that outcome on Canadian society. 


Mr.) Chairman: “Thank “you, “Mr French. 1“ was 9Oilg = cto was 
you if you would not mind indicating to the members the extent of 
your association in terms of the nature and numbers of companies 
or other organizations that are under your umbrella. 


Mr. French: Of the associations, Mr. Chairman? 
Mr. Chairman: Yes. 


Ms. Vincent: Slightly over 500'- “organizations “belong, 
most, “OF . them: plan “sponsors, “"althougn’™ consulting “Efrms**and 
quasSigovernment groups belong as well. We consider ourselves to be 
largely an educational group and try to share as many ideas as we 
can; we spend a lot of our time in workshops, preparing papers and 
that type of thing to generally lift the level of awareness, 
because the industry is changing so rapidly. 


Mr. Chairman: Is it mostly private sector membership? 
Ms. Vincent: Yes. 


Mr. Mackenzie: It is mostly private sector plans that 
are involved? 


Ms. Vincent: Yes. 


Mr. Williams: Yesterday we had an organization in that 
waS representing the private sector, but primarily the large 
industrial concerns. Do you have a broader spectrum than that in 
your representation? 





Ms. Vincent: Slightly broader than that, yes. 


Mr. Williams: You are dealing more intensively with the 
small businesses as well? 


Msi vaincent<oUNo,;, 52 weallysicannots say: athatse Fory the; «most 
part, Our members are large companies. 


Would that be the Financial Executives Institute you were 
talking about? 


Mr. Williams: Yes. 


Ms.) Vincent: I am sure there is a great deal of 
duplication in our membership. We specialize more in pensions, and 
they do slightly other things; but for the most part their 
membership is probably the Same as ours. 


Mr. French: The duplication is probably among the larger 
companies. The larger companies will tend to have representatives 
in both organizations. Possibly the smaller members of the ACPM 
will not participate in the FEIC. 


An additional distinction that you might make--and you might 
have foreseen this from its name; the FEIC would have given you 
mocemeifinaneciallyecortientede dnputs-is»-that» pthein (vapproach“:to 
pensions is probably through the finance departments of the 
various members. 


Mr. Mackenzie: Do you advise or assist in the techniques 
of management of the plans? 


Ms. Vincent: Through self-help we do; the members’ help 
each other, but as an association we do not advise. 


Mr. French: Individual members, I suspect, are involved 
in the design-- 


Mr. Cureatz: It covers all these organizations that have 
pension plans, who then get together and call themselves the 
Association of Canadian Pension Management. That is what we are 
talking about. 


Ms. Vincent: We have some union representation, and some 
government and some quasigovernment, but for the most part is it 
large corporations or pension plans. 


Mr. Cousens: Mr. Chairman, on the presentation, I had a 
question that I would like to raise if I might. 


I would like to have you elaborate, if you would, on this 
fail-safe option. 


Just to give you a bit of prologue, I have trouble with 
things that are mandatory, and that really is part of the problem 
Ti. havesawith © PURS;o butessomes kinds iof »fail-safe-option sas you 
described would be of interest to me. Could you expand some of 
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your thinking there; where it has been used, how it could be 
implemented, and just what some of the possibilities are to that? 


Mrs French?:° Without® ae this® time gettingsisintowW specifics, 
I think, that. underlying, that. concept jis, ai.scecognitionitthaticin fany 
society, in any organization, the progress made by various members 
is going to proceed at a different rate. 


Certainly for my own part, speaking personally, I recognize 
that changes have to be made. I believe that changes are being 
made within the private sector and can continue to be handled by 
the private sector. But I also recognize that some form of a floor 
level of benefit is important to Canadian society and to those 
individual workers presently involved in the Canadian econony but 
who will be tomorrow's pensioners. 


If we are to avoid the problems tomorrow that have given 
rise to this debate today, we need to move immediately with some 
form of floor level so that we can combine protection for all 
individuals with the opportunity for the private sector to evolve 
its own plans. 


Mr. Cousens: Has it been used before by any other 
governments that you know of? Is it a fresh idea? Where have you 
seen it? 


Mr. Carlton: I do not believe it has been used by other 
governments in Canada. I guess the Manitoba government is making 
some progress with the introduction of a thing called VEPP, the 
Voluntary Employees Pension Plan, which is a PURS type of 
arrangement with matching contributions from the employee and the 
employer with very fixed benefit structure and contribution 
Structure; so it is very simple to introduce, but it would be 
voluntary on the part of the employer to introduce it. 


Mr. Williams: Supplementary: On this Manitoba program, 
was that introduced last year? 


Mr. ¢Carcltons:., Thise,veas. Inipfact,  ltnnts pono. -lbeoneratioen 
yet. 


Mrs s:Williams:.} Itishasoamaot. really. gotten. offe the: sground: 
So we can't really look at that as a precedent in any fashion 
whatsoever. 


Mr. Chairman: Mr. Carlton, I have a supplementary as 
well. You mention that it would be voluntary on the part of the 
employer. We had the Canadian Manufacturers' Association in, and 
their recommendation was that there be this type of PURS concept 
but that it be voluntary on the part of the employee; if the 
employee elected, then it would be mandatory on the part of the 
employer to contribute. 


I am wondering whether, in answering Mr. Cousen's questions, 
you would include some response to that concept. 


Mr. Carlton: I have mixed emotions about that concept in 
that to. avvgreat/idegree Ietdo! thinks’thato planningw ford: oneds 
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financial future is an individual's responsibility over and above 
a base level. If one follows that concept, one could then argue 
that the participation in a plan should be at the employee's 
option and then the employer does his matching share. 


But the counterargument to that is it is more of a financial 
one. I think it would be very difficult for an employer to know 
just what degree of participation he might be faced with, and his 
planning therefore is impeded by that. Perhaps after a few years 
had gone by you might get some feel for what it iS going to cost 
¥OU/.> DUte itsisisviimveryoidvifacuilt wftor)! anenemployerita toe know; «so 
presumably he is going to have to budget for the maximum. In that 
case he may see it as not being a major improvement over a 
mandatory plan. 


Mr. Chairman: In terms of budgeting, I am ever mindful 
of the little employer who may only have a few employees, who 
cannot do very much budgeting and he is maybe only making wages 
himself or he is taking what is left over after he pays his 
expenses. I can see where that segment of society may have some 
problems. 


Mr ow omencheidi ith flea vontweMryews.Chairman,¢ L.cgwould. Likecato 
add something to that. 


Certainly I recognize the attractiveness of Mr. Carlton's 
arguments, but one of the themes as I see it in the total 
presentation of the ACPM is the need for a reaction to the 
practical realities. 


I feel there are many Sides to Shis s) questi onr,,.o£f 
practicality. One of the sides that I think we have to be very 
aware of is the reaction of the average individual. I would like 
to suggest, sir, that those of us in thisS room are not average; we 
are not typical. To the typical Canadian under the pressures that 
were part of our submission, the pressures of inflation, it 
becomes perilously attractive to say that today I have to buy 
groceries, tomorrow will look after itself. 


I believe I would recommend that there be some degree of 
requirement of participation on the part of the individual at a 
Minimum level, and then the individual responsibility for the 
addition can be brought into play. 


10:40 a.m. 


Mroe Chairman: Mri.iad Cousens; @ebGanmesorny sto sinternruptetyou:. 
Carry on with your questions now. 


Mr. Cousens: When you start talking about average 
individuals, there are a couple around me who might be more 
average than others. 


I want to follow up on your point about the expansion of the 
CPP. I did not fully understand your point about increasing the 
level and the effect that that would have on increasing the cost 
Ofte thesesserviceasn Couldieyour openytupywgust a bit about /what»cyour 
thinking was there? 


Mrso4. French s 8@Mre.o4 Chaar man; ine believer athat ¢ sithéetatotal 
subject of the CPP is perilously inviting for the uninitiated to 
go charging in. TP“am?not ‘suggesting’ that» any) of usin thisisroom 
are uninitiated, but much of the talk that one reads in the press 
and what have you iS very concerning. 


I submit that there are two types of expansion within the 
CPP. One iS preordained, written in stone as of today; that is, 
the cost increase from the present 3.6 per cent to something in 
the area of eight, nine, 10 per cent which Canadian society is 
going to have to face in the near-term future, the next 10 or 15 
years. We have that coming down. I think we cannot afford to 
forget that. 


It is against that background, if we are going to increase 
benefits, that we need to consider also the increase in the costs 
which can be just phenomenal on top of that level of costs. 


If we do not pay full attention to those cost increases, the 
Single or the double, then we are unwittingly Supporting and 
promoting a change in the total nature of the Canadian economy, of 
Canadian society. I am not necessarily arguing that that is right 
or, wrong,, but: Ivebelieve sthats impact’ ’on) thei overaldcteanadian 
society, the extent to which we believe in our free enterprise 
society, must not be overlooked. 


Mr. Carlton: I would like to add something there. On the 
expansion of the CPP, Mr. French already referred to the necessary 
increase in costs. I think, to get back to the theme of 
predictability, that the private sector can handle things as long 
as it has a pretty fair idea of what the rules of the game are. 


On the question of expansion of the CPP, it would be most 
helpful if the contribution increase that is necessary, and which 
we all know is necessary, be preordained and fixed and determined 
at this point; then you have a base on which you can decide 
whether or not you can expand further. At the moment, it is 
completely unclear as to when, if, how, how much the CPP cost 
increases will occur, but they will occur undoubtedly; they have 
to be faced somewhere. 


To double the CPP, as has been talked about, is not a cost 
of doubling 3.6 per cent, which is what we are paying now. It is a 
cost down the road of going from 3.6, where we are now, to more 
like 19. That is an entirely different order of magnitude and one 
which we believe iS an unacceptable one. 


Mr. Peterson: Let's get down to the OFL argument on this 
point. Recognizing that they say 15 to 17 per cent in 50 years, 
the OFL says that if you double the CPP benefit level immediately 
and went on a pay-as-you-go program, recognizing there would be 
accelerated increases (inaudible), they say if you take the 
present cost calculation of that, the present cost of that money 
now, it would be cheaper for the contributors to the pension plan 
than would be a PURS program. 


Mr. McClellan: Based on an adequate pension. 














Mr. Peterson: The alternative is PURS, Ear example. 
Obviously it is more expensive than doing nothing; but, I am 
Saying, taking some other alternative that involved the private 
sector. In fact, the contribution rate for the employer would be 
less. Now they did not supply any detailed information on this; we 
asked them for it and we hope they do. 


Have you ever heard that argument? Do you have a response to 
that? 


MraicCariton: Yes, /I have heard that. kind of argument, 
maybe not sthat specific one. The fact: of the matter is that $1 
pension costs $1 whether you provide it through the public sector 
or the private sector. But when you pay it is what we are talking 
about here. 


In a pay-as-you-go CPP-type system you can delay the payout, 
because you do not build up funds, or at least in general you do 
not build up full funds. Therefore, in a sense it is true that it 
is cheaper for the current generation to provide itself with a 
doubling? ofeipensionsd through4-CPPanthan: pitss 1SsoefOt,s Chet Ccurrent 
generation to provide itself that doubling through a PURS program. 
It is really cheaper because you have delayed paying the price and 
passed it on to the next generation. 


Mr. Peterson: I understand your point, but I think their 
point is that overall, over a 50-year span, averaging out that 
cost--obviously there is a major intergenerational transfer, of 
which I have personal problems with. But, apart from all that, 
they say taking the present cost of money it iS going to be 
Cheaper over that 50-year period. 


Mints Carl tonn, The, seconomic ,sSide,.to..that. ~is-«that the..two 
basic assumptions that will determine that are the rate of return 
on the invested funds in the private sector versus the rate of 
growth of earnings on which the contributions are based for the 
public plan. If the rate of return on invested funds exceeds the 
rate of growth of the earnings base, then the private sector 
approach is technically less expensive. The reverse follows if the 
growth of the population is higher. 


The argument about relative cheapness could go either way 
depending very much-= on some rather imponderable economic 
Var labivesmaxardoregnotabthinks :thatiivlyys7as:\ anecactuary »nwecould «cay 
categorically that it will be cheaper one way or the other. I 
would hope that it would be cheaper through the private sector, 
because I happen to believe that we ought to be able to achieve a 
good return on invested capital. | 


MreanMeClellansieThiss~is;) §whereswweugeta.coniused.. :in;,the 
committee. People are coming forward and saying we cannot afford 
the costs of expanding the Canada pension plan. But at the same 
time you have just conceded that it is not really a question of 
which is cheaper, assuming that you develop a network of adequate 
pensions, either in the public sector or in the private sector. 
The question then is whether or not we can afford to have adequate 
pensions*, period. 
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Mr. Carlton: Adequate pensions, as Mr. French said, is a 
question of how much current consumption you are prepared to defer 
for later consumption. The adequacy is a direct function of how 
much deferral you are prepared to adopt as a society or as an 
individual. 





MrS"“'MoClellan: “Sure. “But, with “respect;,. 1t "would “be? more 
helpful if people confronted the issue head on, bluntly; and if 
people feel that we cannot afford adequate pensions, they should 
say so, rather than, with respect, skirting the issue. 


Mr .-+ Cafi ton?" > think®*affior ding is 2 fae personal orchoice, 
Perne't= Le? 


Mr. McClellan: It is a societal choice. 


Mr? 'Cariton f«°L tt)’ Wel Stalso kthat! abr ther-tbasaein level, “but 
maybe not beyond the base level. 


Mr. Mackenzie: Also, when we are talking about costs, I 
would like to have some asSurance--and I haven't had that yet, 
although I have heard the arguments made that, yes, you can do it 
cheaper, or you cannot do it cheaper with the private sector--as 
to whether or not such a plan on a national basis, if indeed that 
was the route we took, could be done cheaper with the private 
network and it could not be done through CPP. 


In other woras, in terms of administration, do we run into 
any = MmMuULtCipLicity “in | plans ?**"Do° “we -runy “Ento = "any | probLlemse-+tin 
management fees? What are the costs going to be in terms of that 
angle as well? Does that enter into it or doesn't it enter into it? 


Mr. Carlton: Yes, there is a cost in the private sector 
or the public sector doing it. I do not believe the administration 
expense is a determining factor, though. 


Mr. “Mackenzie: -It is -a relatively ‘simple matters now cin 
terms of your payments because the mechanism is set up. 
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Mr. Carlton: Either way, in my view, a PURS-type program 
should be very simple to operate, for instance, as a vehicle. I do 
not believe it should carry heavy administrative expenses. My 
objection to the CPP type of approach iS not primarily based on 
costs ""All YW “am sayings’ thatvasitiare aslithat? tisirconcerneds that 
there should be a recognition of that cost. My objection to CPP is 
more in the nature of its intergenerational transfer. If it is not 
to be faced by an intergenerational transfer and you said, "Okay, 
we will pay the rate that we would have to pay if it were funded," 
you would generate a gigantic CPP fund, truly gigantic. I feel 
that is equally-- 


Mrs < Williams:” A’- "further ‘orsupplementary stonl=ethateel: i244 
might. 


You have been talking about the increased cost of CPP. Let 
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us look at PURS for a moment. Do you feel that the money purchase 
design of that program and the way in which it would be structured 
would protect that particular program, if it were introduced, from 
the same type of necessary cyclical adjustments in premium 
payments that would have to be imposed? Do you feel it is a much 
more financially sound type of program? Or do you feel if it got 
off the ground on a more financially sound basis it could protect 
itself against that type of situation that CPP finds itself in now? 


Mie §Caricon: § URSA 4asy7-almost by definition, financially 
sound because you only get out of it what you put into it as an 
individual. 


Mr. Williams: So the only adjustments probably would be 
for administrative costs over a period of time. To that extent 
then, it would be protected from the type of Situation that CPP is 
exposed to. 


Di 6 Carlton: Lt is protected from any degree OF 
intergenerational transfer. 


Mr. French: rtreissn also -Vserpnotected) (from pf any Ww potential 
manipulation of benefits which might become attractive independent 
of appropriate adjustment in costs. 


Mos Cardone’ Correct? 


Mr. Cureatz: Mr. Carlton, you made the statement about 
suppor'tisfor) ouniform vlegislation.) Could youjsjust. clarify that. for 
me in terms of what you meant by uniform legislation? Do you mean 
provincially or federally? 


Mr. Caplton: It may seem rather nktprcky = e:from-s Vike 
perspective of members of parliament but, as a consultant, I spend 
an increasing amount of my time helping clients deal with 
different legislation from Ontario, Quebec, Saskatchewan and 
Alberta. Fortunately, British Columbia does not have any yet, but 
it is probably only a matter of time. It really does become 
burdensome. That need for interprovincial co-operation is a much 
larger problem in practical terms than might be apparent. So the 
call for uniform legislation is very much along those lines. We 
agree that a disclosure is needed; but, fine, let us have it 
agreed by all provinces. 


Mr. Cureatz: So that, EOE instance, Lt would make 
portability easier? 


Mee tCarLton: Certainly: 


Mr. Cureatz: Then you are not advocating Strictly 
all-encompassing federal legislation but certainly uM one 
province, say like Ontario, took some kind of leadership in a 
particular program and could convince other provinces that that 
would be a convenient way to go, then we would have that kind of 
plugging in and out. 


Mr. French: Yes, I would hope that some leadership could 
again be exerted by Ontario as it has before. It might help, for 
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instance, if the Association of Provincial Supervisory 
Authorities, which does meet, were to hold its meetings in public; 
perhaps the public eye on it would result in hopefully some more 
uniform legislation than we are currently receiving. 


Mr. Williams: I come back, Mr. French, to your 
observation which is obvious, that you have to have a certain 
floor to work from if you are going to make any such proposal that 
you bring forward work. 


I am still wrestling with the same type of thoughts that 
were put forward the other day by the CMA and the institute 
yesterday in being strong proponents of a voluntary private 
program. 


Obviously there have to be some parameters set out, some 
fairly firm guidelines if you are going to have any possibility of 
having universality built into the program. I think we agree 
there, do we not? I do not know how that can be achieved without 
some element of legislative control being imposed, even if it were 
left with the private sector to try to enrich what we have now and 
introduce what is failing in some of the existing programs so that 
in effect it would be a universal program. 


To do that, I think there would have to be some legislative 
compulsion. It is possible that could be obtainable short of 
introducing a provincial universal retirement system. I do not 
know, but I am trying to get a handle on the extent of legislative 
control which, as I see it, would be absolutely necessary. For 
instance, the Canadian Manufacturers' Association talked about a 
private central registry to oversee the operation of their private 
voluntary program. 


I am really having some concerns as to whether, for a 
program of a universal nature, that is realistically achievable 
working through a private central authority rather than having it 
administered by the government. I am not adverse to the private 
sector involvement. I guess my bias is in that direction, but I am 
trying to look at the realities of it. Perhaps you could respond 
to the few observations and concerns I have expressed. 


Mr. “French: »I hear ‘at Jeast) "two: concerns® ‘there.’ sFirstis0£f 
all, I hear some concern about the position of the Association of 
Canadian Pension Management; I may not have conveyed Lt 
adequately, but I don't believe we are opposed. In fact, my best 
assessment would be that we would support some form of mandating 
of: floor) protection; 


I did comment it is my personal belief that legislation has 
to-vapphycatniov Gronly « toe planiiedesigninibvt talsosmitoia lindividual 
participation. Not only must the plan be available, but also there 
has to be participation on the part of the individual. So I would 
want to make sure I have conveyed myself accurately there. 


The second point I heard was a contrasting of the relative 
merits of central administration by government, which I suppose in 
essence is either an *~‘acttal® CPP CPP-like program or a 
quaSiprogram as opposed to some form of private sector central 




















i 
administration which I gather the CMA has advocated. 


It would seem to me there is a third part which would go 
along the lines that, if there was legislation requiring a certain 
degree of protection, the administration--and I believe, although 
I should not put words in (inaudible) mouth, I believe it is his 
concept that the administration can then be left within the 
private sector in the hands of the individual employer. There may 
have to be some fail-safe, some backup PURS central concept 
available to the very small employer. 


I think we are dealing with an important sector of Canadian 
society, the two-man enterprise and the very small enterprise, 
which will find the provision, the remittance of premiums a very 
Real eburden,eywathout ohaving,sito’ ’gorsto “organized planss> Buty 52 
believe the private sector could provide the mechanism to receive 
the premiums Bron’e such employees and probably would be 
sufficiently flexible to continue to receive and centralize the 
premiums for a David French as he moved from job to job, as 
Canadians tend to do. 


Mr. Williams: Do you see anything necessarily 
contradictory in having, say, the Pension Commission of Ontario 
act aS an administrative authority in the picture? The royal 
commission report, of course, suggests their terms of reference 
and their responsibilities be somewhat expanded and, of course, 
tying it in with the PURS program. 


PLeacm? 


There are a number of things there which, I suppose, could 
be appropriately vested in the commission. Even if the PURS 
program were not there, that would give them some greater latitude 
as far as having clout to deal with an overall administration of 
the industry is concerned. 


Mr. French: No, a do: Ceno,t see anything necessarily 
contradictory. 


I am not sure I would applaud such a move from a number of 
points of view. I question, from my point of view, how welcome 
such an extension of role would be to the pension commission 
itself. 


I would be concerned, again from my point of view, of our 
relationship directly as fund sponsors and through our consulting 
actuary with the commission, that there would be some impact on 
che ‘impartiality, “which+ Ys soyv*mucn’va ‘part or “the base*"ort 
credibility the Pension Commission of Ontario has established. 


I would see the pension commission being put in the role of 
having? ole fulfil.) twonstunctions..-is-amenot? sure..there 1S) not wa 
degree of contradiction in that duality of role. 


Mr. Williams: Do you feel, with possibile contradiction, 
Phat would ampairethescredibility o£ it¢ 


Mr. French: I would see the pension commission having to 
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be auditor and operator. I am not sure that is a happy combination 
of functions. A referee needs impartiality. An arm's-length 
relationship with the total operation is a necessary attribute of 
a referee, of an authority. 


Mr. Williams: Then I gather, if indeed the suggestion of 
using a central agency or an authority in the private sector were 
not acceptable, that the other option left is another separate 
government agency, apart from the pension commission itself. 


Mr. French: Despite my bias, I could-- 
Mr. Williams: To meet your objection. 


Mr... French: “Yes, which should’ "be “as"*“subyect- “to =the 
Supervision and review of the pension commission as any other fund 
administrator. 


Mrs “Carlton: “ob “am not convinced’ *of tthe tneed S#forers 
central authority to run the PURS-type program in that I think the 
existing RRSP vehicle requires only fairly minor change. To be a 
perfectly good vehicle, it has to be locked in. That is the key 
thing. It has to be noncashable, which it is not at the moment. 
You can go and cash your RRSP tomorrow if you feel like it. 


I do not believe that would be a major shift in the 
operation of RRSPs, and I believe that even small companies would 
be able to make the payroll deductions and deposit them to a 
Single RRSP. 


I admit it would be difficult if the employee had to be 
given the choice of any RRSP he could name. Then the employer 
might be having to send one cheque here, two cheques there and 
five cheques somewhere else. Provided that the employer retains 
the:t tchoice © off@‘RRSPs, “OI twthinkOeLt 9 Sst astpertectiy*ereacipwe 
administrative vehicle for a PURS-type program, as it stands, with 
fairly minor change to the RRSP. 


Mr. Riddell: My question is much along the lines of Mr. 
Williams s .~ BUCe&-by= wave “of © lure there cvarificacion, are “you 
Suggesting one option would be to introduce the PURS program on a 
voluntary. -basis’ and ‘mandating’ “a~ floor = protection?;-*OLr "are™ you 
Suggesting that they only mandate if it becomes obvious that 
businesses, companies and whatnot are not introducing or changing 
Suitable pension plans in the best interests of the employee? 
Where does the mandating come in? Is it if it is obvious the 
companies are not introducing suitable pension plans? 


Mr. French: It is possibly more than just playing with 
words. The mandating has to be the requirement for a minimum floor 
level. During the phasing-in period, which is essential if the 
private sector is to absorb the changes and the increased costs, 
if through that introductory period individual companies are not 
responding, then there would have to be some form of backup 
program of which a PURS-like program--we could comment on the 
details at some other time--could well be a fallback. Does that 
respond to your question? 
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Mr. Riddell: Tell me this: What incentives are there at 
the present time for companies to introduce pension plans or to 
change and continue to make improvements to pension plans whereby 
the employee would have suitable income replacement when he or she 
retires? 


Mr. French: The incentives are probably hard to define 
in words but are no less strongly felt by what I would call 
responsible management. 


I have no doubt in my own mind, speaking for my own 
company-~and: «I (would: makes that departure» at this = time,».if I 
mMay--that from our very senior management there is ae strong 
compulsion to devise programs which provide adequate retirement 
income and security for our employees; not only to devise those 
programs but also constantly to be reviewing them, not only in the 
light of the individual's needs but also in the light of changing 
social pressures, which I think responsible management is aware of 
and is coping well with; and in the light of the corporation's 
abilstyirtoltpay. 


That is one of the realities we work with. I believe there 
are some legislative requirements, such as CPP. That is no small 
factor in management's calculations. But the strongest driving 
force is the commitment of responsible management to make these 
provisions available. 


I am concerned that last statement came out as 
paternalistic. OL dias not intendiaevtceato, sbecausee:pamt sof isthe 
evolution in management's thinking we have referred to in our 
brief is the move away from the concept of pensions being some 
rorm  Of’“grant?- to’ othat *of oOsupporticof sithe | conceptlveof .deferred 
compensation. 


That, again, iS in two parts: Management has to make some 
decisions and management has to be cognizant, either in a 
bargaining or through a communication process, of the wishes of 
its members. These are the pressures. As I said earlier on, I am 
aware that in the saying of them they may not sound too compelling 
but, in the day-to-day life and pressures that motivate 
management, they become very real. 


Mr. Peterson: I do not understand the vehicle you are 
suggesting to guarantee that floor. You were suggesting some 
vehicle or mechanism to guarantee that minimum floor for 
retirement earnings. What are you Suggesting? I missed it. 


Mr <renchiesWhati tel ameésuggesting, sfirst jor, alls; isisthat 
the floor level be mandated, that the private sector sponsor be 
given the opportunity to devise itS own program to provide that 
level, failing which there would be some vehicle to which the 
employer must contribute. I have accepted a PURS-like program. 


Mr. Peterson: What is the floor, in your judgement? 
Mr. French: That is one of these questions that just 


does not yield to a simple answer. What you are getting into now 
is the total concept of what is adequate retirement income. We are 
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looking at 60 to 70 per cent, possibly 80. When I give a range, I 
am unhappy, because that cannot come across too well. But the 
range is none the less realistic; are we talking $7,000 or $70,000 
annual income? 


Mr. Peterson: We. aré working here with about 15 per Ccenr 
through OAS, 25 from CPP and maybe 20 for PURS; so you would be in 
the 60 to 65 range as sort of the working premise. You are 
comfortable with that? 


Mr. 1OFrenchssshe ambrtotabhy .comfortablegiwith that, yand 1 
believe it is realistic. 


Mr. Carlton: Of the average industrial wage, that is. 


Mr. Peterson: Are you saying a company's responsibility 
is to guarantee, let us say, 60 or 65--whatever the number--per 
cent of the AIW by way of replacement income on retirement, and: 
*yYou+ fi gure-cout'-a way to! dorit, iyougguysisiti lyou dondt, we ere 
going to come back and get you somehow or other." Am _ I 
paraphrasing you properly? Because I do not see how it can work. 


PLO EM. 


Mr. French: I am not wholly comfortable with the 
paraphrase. I think the 15 per cent for the OAS and the 25 per 
cent for the CPP, looking at the AIW level, are already in place; 
so we are talking about the area in between. And I believe that 
that is a reasonable responsibility to look to employer and 
employee to provide. 


Mr. Peterson: I just cannot conceive how this would work 
in legislation. You pass a law saying to all companies you must 
provide 20 per cent of the AIW to your employees because if you do 
not we are going to come back in a year and a half and legislate 
it. Is that what you do? I haven't been able to deal with the 
technicalities of your proposal. At least I do not understand it. 


Mr. French: The proposal written down was not couched in 
technical terms. I do not think that we were aware that we would 
be required to come up with that degree of technicality, Mr. 
Chairman. 


Mr. Peterson: We are just wrestling with all these 
things, as you can understand. 


Mr. Mackenzie: BUC VOU sel Ce Ge verlag ( there was an 
adequate floor need; so I think that is a legitimate question. 
What are you suggesting? 


Mr. French: I think the private sector has two needs. I 
think it needs time to adjust. We just do not have the luxury of 
immediately being able to accept the increased cost involved. I 
think we also need some flexibility in the form of the vehicle. 
The most obvious form would be some type of registered pension 
plan, the conventional registered pension plan. It might be 
another type; probably in the smaller businesses this would tend 
to be, as’ Mr > -Carlton »“hagebcommented, that there be some 
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contribution funded into an RRSP for the individuals, whether 
wholly paid for by the company or on a contributory basis between 
employer and employee. It might well be that the basis of funding 
SOUulG Boeinonsmre? profit-sharing basis, which would give the 
flexibility needed by small cyclical businesses to fund when they 
can and to defer funding on the short term when they cannot. 


Mr. Peterson: But you're still saying we have a mandated 
benefit level. And you are saying to give them five years to check 
in with Wells Bentley and say, "Okay, we have done it," or, if 
they have not, he will go back and sneak up on them and say, "You 
have not done it; therefore, we are going to pass a law that you 
have to do something." 


Mr. French: I would not want to suggest that Mr. Bentley 
has to sneak. 


Mr. Peterson: Is that what you are suggesting? 


Mr. French: I think that there would be some form of 
supervision, some form of requirement to register plans. 


Mr. Peterson: You would give them the choice of total 
flexibility of the plan. Whatever they want to do is fine as long 
as they provide the benefits. 


Mr. French: Provided the benefit is going to be 
provided, it is going to be forthcoming and funding-- 


Mr. Peterson: How much time would you give them before 
you got mean? 


Mn. Carcditone  IMrserGhairman,shirethinke Ie tshould einterject 
something here by way of clarification. 


I assume Mr. French is talking about a benefit level which 
would not be necessarily applicable in full to people retiring in 
the next two to five years. I assume he is saying that would be 
the target to be reached over a good portion of the working 
career. In other words, people retiring in the next five years 
could not be expected to go out on 60 or 65 per cent. 


Mr. Mackenzie: Like 47 years such as in PURS? 


Mreeetrench: ad —wdO.wenoOteeabelieves..4/7 »svyears,, bUut.sdte dovinot 
believe two to five years either. 


Mr. Peterson: In other words, you want something in 
place that is properly funded and indications of some proper 
payout over a period of time. 


In your opinion, gentlemen, what are the proper time 
parameters that we should be working in? We are facing a number of 
work problems. One is the retired poor today. Obviously there are 
other mechanisms to handle that if one so desires. What is a 
reasonable amount of time? 


MrsteCariltonse I, "think «qemare stalking of stwos)time,, periods 
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here. One is the time in which an employer has to comply to put in 
a plan and the other is the time period for that plan itself to 
mature. 


Regarding the first time period, the time to put in a plan, 
I would be thinking in terms of perhaps three years. For the 
second time period, in terms of that plan maturing--and I speak 
personally at this point, not for the ACPM as a whole, because I 
do not believe this is a question that has been put to the 
membership--I would be thinking in terms of 20 to 30 years' 
Maturity. 


Mr. Chairman: I am not quite clear as to what has come 
out of all of this so far. Mr. Carlton, you indicated earlier that 
there should be a plan that would be mandatory or not depending 
upon the employer. I would throw out to you the reverse of that 
which was raised by the CMA; that is, if the employee elected, 
then it would be mandatory on the employer. 


Now we are talking about possible mandating but with a 
tremendous potential for flexibility in terms of phasing in. I am 
not quite sure whether you are talking about a mandatory plan to 
raise ithe “lkevel from "40'"per’4cent*"to 60+ perie@tcent= iffMit is 
mandatory, whether it is mandated by government or whether it is 
something that is mandated by industry with whatever technique it 
might use as a condition of employment or what have you. 


And if all of this is necessary, I am not sure why it is not 
in place now--if it is the view of industry, that it should be and 
that you need a little more time to do it. I am not quite sure at 
what point you have arrived at in terms of implementation of all 
this. 


I am just throwing those out to you, because they are 
questions that arise as a result of the discussion. 


Ms. Vincent: Some of these matters, like mandatory 
pension plans, PURS, those types of things, are a little difficult 
for our association to address. Naturally, we have pension plans; 
so’ "it ois “very dlfficuit © for’ us to 'set “ourselves in “lal position 
where we are telling small business what to do and telling them 
the way to spend their money. 


So it is hard for us. We want to recognize their problems, 
but we do not have the same problems. We have pension plans. So 
Our association tries to improve our plans and make them better, 
but we are not starting from zero. I assume the PURS program in 
some ways would be for those people who are starting from zero. 


Mr. Riddell: Do you receive any kind of response, 
though, from the small business membership of your association as 
to what impact a mandatory plan would have on them? 


I represent an area where it is mostly small buSiness; there 
is not very much large business. With the high interest rates, 
they come to me practically every time they see me in the riding 
and say: "We are just hanging on by a thread. We don't know how 
much lenger we are going to be able to cope." 


“Zo 


Now we come along and force some kind of a mandatory pension 
plan: on sthemewnat, «in your’ *opinion, is this “going to do to- the 
small businessman? 


MSs sVincencs Lejthaink that “wt would@’be very difficult for 
them to handle, if it were not phased in very carefully. 


We do not have a lot of companies that are small in our 
membership. I would imagine groups such as the Canadian Federation 
of Independent Business and groups like that probably would have 
statistics that would be very helpful in this area. 


Small business did adjust to the Canada pension plan in some 
ways.nthere aswalso saceslight danger ; #.i1£° yous force. too. much von 
small business, that they might contract out of hiring people. 
There are all sorts of things they could do to avoid the system if 
they really felt they had to. Or maybe they just could not afford 
it. I think statistics show that 60 per cent of small business 
fails within the first four years, or some horrible statistic like 
that. 


We did mention that we think some people could not 
participate in this type of program. And we do have a-- 


Mr. Riddell: I just wonder how much more we can load on 
to small businesses and still have them continue to operate. Small 
business is the backbone of our economy; they say they still 
provide most of the jobs. It really is of some concern to me when 
I see what is happening to small buSiness, and here we are sitting 
to decide whether we are going to mandate more of a burden on them. 


Ms. Vincent: I personally share your concerns very much 
but, from the association's point of view, we do not represent 
people without plans at this time; so I cannot speak for them. 


Mr. Riddell: Are we going to be hearing from any small 
business concerns? 


Mr. Chairman: Yes, we will be. 


Mr. Brandt: We just did. . 


Mr. Chairman: In any event, I wanted to throw that out 
to you, because I am not entirely clear as to what you are saying. 
You do not seem to be in favour of PURS. But you have to know what 
the rules are, and I don't think business can be continually 
subjected to a change of rules. I appreciate all of that, and I 
appreciate that there would have to be something that is practical 
and financially feasible. 


os 20 5am. 


Mr. Carlton: 1. think I may have been somewhat 
misinterpreted when you say that we are not in favour of PURS. I 
think. what: we, said.; was, ..yves,,.but,..only..as a last.-resort--a 
fail-safe type of system. In other words, if the employer could 
demonstrate that he had an alternative that we still meeting the 
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objective over the agreed maturity period, then PURS only would be 
an option to the employer to use and not a compulsion. 


Mr. Chairman: Would you make that mandatory in terms of 
all employers, regardless of the number of employees? 


Mr. Mackenzie: That is presuming the (inaudible). 
Mr. Chairman: That is right, yes. 


Mr. Carlton: I have serious difficulty about the small 
businesses, but one possibility for even resolving the small 
business: problem’ is: to Maklow’ a’ profit-sharing pian ="ase al 
acceptable alternative vehicle. There is no way that it can 
guarantee the benefits, but if there is some flexibility in when 
the contribution is made on the employer's part having to do with 
his profits, and if that were perceived acceptable as one of the 
alternative vehicles, then-- 


Interjections. 


Mr. Peterson: Are you going to set aside 20 per cent of 
your pretax profits? I just don't see that is at all feasible. 


Mrs. =Car Leon’: is+Sam “FSOrry = Vou" * Teer =@strondry. -ona= "thas 
matter. We would avoid it at all costs. 


Mr. Peterson: I am just saying there are a lot of ways 
to be creative, surely, in one's accounting. 


Mr. Chairman: Sure. You put your wife on the payroll and 
create another LiaDlLity there; you increase your own 
Salary--there are all kinds of ways that you can run up your 
expenses so that there would be no profits. 


Mr. Carlton: Would you do that with your employee's 
pension plan? I don't know. Maybe you would. 


Mré*‘Chairman: “Lf *2t' as’ a “question of sharing” profits “and 
you have a very small business with-- 


Mr. PeterSon: (inaudible) not pay taxes. That is a 
reality. 


Mr. Carlton: True. 


Mr. Peterson: Presumably that means there is not a hell 
Gfoa Lot Of profit. 


Mr. Chairman: That is corporate taxes. 


Mr. Peterson: Yes, corporate taxes. So there is’ going to 
be nothing there to deal with. 


Mr. Chairman: Mr. Peterson, you were next on™ the “list” of 
questioners if you want to carry on, unless you have worked 
everything in. 
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Mr. Peterson: I try to weasel in as much as I can. 


Mr. Riddell: It is just like a football game: some of us 
are quarterbacks and Peterson runs with the ball. 


Mr. Chairman: Maybe it is a quarterback sneak. 


Mr. Peterson: I have learned in this committee you have 
COST IG bedintye oroyougdonttiget «anything. in. 


Mr. Brandt: I am showing a great degree of patience. I 
want you to know that I defer to Mr. Peterson, who hasn't had an 
opportunity to speak yet. 


Mr. Peterson: That is a refreshing change--patience 
coming from you. 


Mr. Carlton: I just want to complete that essentially 
with one sentence. There iS no queStion that if you want to 
Mandate better pensions you have to mandate higher contributions 
Ones.way «Ome anotherocdiadon'ts.think ,this- association TiSscinara 
particularly good position to speak for what small business will 
accept, only to say that we do recognize there are special 
problems there and special solutions are probably necessary. 


Mr Peterson: I recognize your Junisdictionsesons thas 
thing, and I just want to ask questions related to that. Number 
one, if we suggested that we pass a law tomorrow that said within 
two years all pension plans must be portable, would you be 
uncomfortable with it? Could you live with it? 

Mr. Carlton: It depends on the form of the portability. 

Mr. Peterson: Just to say we must develop mechanisms 
whereby anyone with a registered pension plan now’ could 
transfer--on termination could buy into some other’ person's 
program. They must develop a formula whereby you can move onto 
another. The Financial Executives Institute says fine. 

Mr meCaLtons.ledo,also.. 


Mr. Peterson: Wells Bentley says ale Rel notin that 
anEGitCuht sayethings to"dos 


MrayGankton: JNO aeLtiniswnat:. 
Mr. Peterson: Wells, you are here. Defend yourself. 


Mr. Carlton: As I said, it depends on what you want to 
(inaudible). 


Mr. Bentley: I will defend myself tomorrow. 


Mr -wrerpeter sonst . Wantiaaw ftURS & that, defers: * that.’ ~I- want 
that in all cases. 


Mos. Gar ltonsiwhat ts ieasy. 
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Mr. Peterson: So the only technical question is probably 
the costing question and working out some form of a-- 


Mr. (Cariktons“Ptulrs Yehe price you mepuerceor “the tdenerred 
benefit. What is difficult is to provide inflation protection in 
that deferred benefit. 


Mrs Peterson: I~ "am “Going™ to'-get  »co "thaceeiiesae tie. = oO 
you have no problem with that very basic point? 


Mr. Carlton: No. 


Mr. Brandt: Could I add one other point to that? Are you 
saying you could take 100 per cent of that built-up benefit and it 
would be portable, or would there be a percentage factor that you 
would be able to live with? 


Mr. Carlton: Instant portability and fui vesting, 
because you said portability. If you are including full vesting-- 


Mr. , Brandt: I. think. "ne is” talking **apout™ Erle Svescine 
too, though, are you not? 


Mr. Peterson: Portability of vested benefit. 


Mr. Carlton: Yes. Portability of the vested benefit, but 
how much is vested? I don't think the association is ready for 100 
per cent vesting on the first day of employment--after five years 
of employment maybe. 


Mr. Peterson: That leads to my next question. What is 
your official position on vesting? Could you live with a five-year 
vesting rule? 


Mr’. French: Mr.°’Chairman, we "will probably "not wart*=to 
talk as an association, but I can say that many major pension 
plans have five-year vesting. We have five-year vesting in our 
plan and we find it no difficulty. So I would personally deduce 
from that, yes, Mr. Chairman, the private sector could live with 
five-year vesting, again with the provision that those plans that 
do not presently have five-year vesting would need time to 
integrate it. 


Mr. Peterson: If we believe in a deferred compensation 
concept such as we are developing, what about a one-year vesting? 


Mr. Carlton: I think the point was made that it was in 
transition to that. I don't believe that concept is fully accepted. 


Mr. Chairman: You used the word "perception," and it 
seems to me we are getting different interpretations of the 
treatment of pension benefits as deferred wages. Some say the 
perception out there is--or seems to be on the part of some 
witnesses--that it is generally accepted that pension benefits are 
deferred wages. When you start applying some logic to this, they 
are and are not treated as deferred wages. The interpretation 
seems to be in the mind of the particular” organitzation—that is 
coping with the problem. 
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Ms. Vincent: Most of the members would not necessarily 
agree that they are deferred wages or a reward for long and loyal 
service, but somewhere in the middle. Because if you believe 
pension benefits are deferred wages, then how can you support 
post-retirement indexing, or things that are definitely happening? 
That would not be necessary, or you would not feel that way. You 
would just say when someone retired, "Here iS your money. Here are 
the wages that you have deferred." But you wouldn't be reviewing 
every year to try to increase your pensions, and you might not 
have various other benefits. 


Mr. (Chairman: There: are all kinds of results,.<if tyou 
apply Mit inte sstrictu way,spthatwigo: bothriways. citncertainly has 
raised a concern in my mind. The word or expression has been used 
rather loosely and is somewhat confusing to me. I am sorry to 
interrupt your-- 


Mr. Peterson: No. It is a good point. We all use the 
concept “torjustify*oursposttions if "itehelpsy, if sitidoesntvejeli< 
That is what is happening here. You are quite right. These are 
things that you people have to deal with. 


Another question I want to ask you concerns a number of 
different testimonies on the extent of the problem of 
post-retirement income~--the coverage question. Some people come 
and say only 40 per cent of workers are covered by pension plans. 
Other people come and say, in real terms, when you factor in--and 
it depends on what you factor in--some people put their house in, 
their farm, their buSiness, RRSPs, and God Knows what else can be 
thrown into that--gold in the basement, if you want to throw that 
into the whole equation. 


For operating purposes, I would like your opinion about what 
you feel the extent of the problem is; for example, the number of 
people in the work force who will retire and who will need some 
protection, who either have not got any negotiated protection, or 
have not looked after themselves through some device. 


pS Oval ms 


Big problems and little problems--to be helpful, the CMA 
comes in and says, "Look, probably 80 per cent of the people are 
covered some way or other." The Financial Executives Institute 
Canada says what--75 per cent to 80 per cent? The OFL comes in and 
says, "Only 40 per cent are covered." Everybody has different 
operating premises on this guestion. I want to know what you think 
the extent of the question is, because it relates back to your 
first point about a legislative floor. 


MynaCar iLton: wt lwilbedtay toierespondgetomthat.pyOneadofirthe 
problems is that it is a moving target. If you talk about people 
retiring now, you might well come up with an answer like 60 per 
cent. If you talk about people who are going to retire in 20 years 
time, you might well come up with something like 80 per cent. It 
is a question of whether you think the problem is big enough now 
that you will solve it now. You won't need so much protection 
later, but right now you dc, and you cannot ignore today's problem. 
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In the ACPM's view, there are too many people on GIS and 
therefore we do support an improvement in the basic level of 
adequacy with a flexible means of providing for that. 


Mr. Peterson: Through GIS or what? 


Mr. Carlton: No. Where you go through a flexible means 
of private sector provision to the adequacy level. 


Mr. Peterson: Tt*s* not going to solve the problem 
tomorrow for the retired poor. The only way to do that fast is 
with GIS. 


Mp st... Car: L&on:: 4 Or sGadnSie.Ol both... kl <coilnk, ,.We..aCCeEDG | Chae 
and we believe that is the only feasible way of resolving the 
question right now. 


Mr. Mackenzie: You accept that the fact that 53 per cent 
of people may be getting some form of GIS or Gains is an 
indication that the level of adequacy is not there? 


Mr. Carlton: It. is not) there» now, (bute) ‘say scree 
moving target, and I believe the 53 per cent figure will be 
reducing. The question is, will it reduce fast enough? 


Mr. Peterson: One of the things we have to watch is that 
we don't use an elephant gun to kill a mouse in this committee. I 
want your advice on the extent of the problem, both now and 
however far you are prepared to think into the future. 


bir’. - (CarLton s+ Our. .view, is, that) <a ..majonpesexpansion.s:0t afPr 
or OAS is not needed at this time because, having done so, you are 
stuck with it for ever. Therefore, it is appropriate to solve 
today's problems by supplementation to some extent through Gains 
or GIS. But the longer-term problem--and that is why we feel you 
can take 20 to 30 years to solve it--is best resolved through 
increased private plan coverage. 


Mr. Peterson: One final question. You believe we must 
legislate a floor--that is “your official position--and . allow 
people to opt in, work out their own (inaudible) once they get in, 
but within a specified time period. The OMA's position is--and a 
number of other financial groups are saying so too--it should be 
voluntary. They really don't want very many changes to the grand 
scheme. Their suggestion is a voluntary system whereby, if the 
employee opts in with, say, two per cent contribution, he forces 
his employer to opt in. So it is an employee choice voluntary 
system. It is kind of weind pl ibutigitaisatisties.,-some of. the 
(inaudible). Do you think that is sensible and workable, or do you 
think we have to mandate a benefit level? 


Ms. Vincent: I would like to point out that without any 
type of mandating we do have a voluntary system at the moment, 
aSide from the Canada pension plan. Many people, as you say, are 
covered by pension plans, RRSPs, deferred profit sharing plans, 
and savings plans. I would think that number ‘is’ increasing 
Significantly. Some of the people, naturally, the elderly poor 
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right now, are perhaps that way because they are not collecting 
CPP. They were (inaudible) in that part of the system. They were 
not in the work force. 


Even without mandating, I think we should look at the very 
positive side of coverage. I think it is quite high and there are 
different programs. We do not have a pension industry, we have 
different combinations of ways that employers and employees work 
out retirement vehicles. I do not believe--this is a personal 
belief--that mandating is necessary. i believe we are 
moving--pensions are quite new in Canada, and I think the idea of 
mandating would be, aS you Say, an overreaction. 


Mr. Peterson: You disagree with Mr. French then? 
Ms. Vincent: (Inaudible) personally. 


Mr ForEerench wSie“woulldssay > thene,.is’ ,a «certain diversity) io£ 
opinion there, Mr. Chairman, which reflects the variety of views 
ins PcheheprivatelSsectorne and?" whiche(accounts yan part«+ fors,the 
difficulties I hear the committee is having to wrestle with. 


There is one clarification I would just like to add, 
although it may not be necessary. There wasS some conversation 
about the acceptance by the ACPM of the extent of the need for GIS 
Support for those presently retired Canadians. We accept the 
Statistic. We don't applaud it; we deplore it. I think our best 
evidence of that is that all our members who are employers are 
fund sponsors. We feel that our funds are moving to ensure that 
future generations of retirees need less and less GIS support and 
ultimately will be self-sufficient in their retirement. 


Mr. Peterson: I am Sure cone of my colleagues will ask 
your position on indexing. 


Mr. Chairman: Well, Mr. Brandt (inaudible) intelligent 
questions. I am Sure he will. 


Mrs. Brandt: You'= wanted” me?* tor rask”~ that,” did your Can- "1 
ask my questions first and then I will get to indexing? 


Mr. Chairman, I wanted to get back to the concerns expressed 
by "“Mr.-"RiddelPovebut before “I do,* I wondér,..as* “an. industry. that 
employs a large number of part-time people--I imagine this applies 
to Mr. Frenchj;in,-particular--have,.you come,;to.grips with the 
question of the people who have now been identified as permanent 
part-time employees? 


I ask that question specifically to attempt to ascertain if 
you have come up with a number of hours of work, either per week 
or per year, that would qualify an individual who falls into that 
permanent part-time category for pension purposes? Because I 
believe that group is one of the ones that is probably being 
addressed with respect to some of the negative statistics about 
people who come out of the work force and have made no provision, 
or have no form of adequate pension within their working 
arrangement. 
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Could you perhaps comment on that, and any of the other 
representatives who may wish to express an opinion? 


Mr. French: Mr. Chairman, as has been identified, my own 
company iS a major employer. The industry of which I am part is a 
major employer, probably the most significant employer, of less 
than full-time people. My own company and our parent companies, 
both present and past, have wrestled with this problem, and we 
have identified effectively three kinds of employees. 


There is the regular full-time employee, and those employees 
receive our full benefits, including full participation in our 
registered pension plan, as a condition of employment, which may 
help to explain the bias I have expressed. 


We have a second category of employees who are regular 
part-time employees. They work a regular schedule of hours, which 
does not vary. It is a minimum of 20 hours a week and short of the 
full-time week, which is 37.5 half hours; it can vary anywhere in 
between there. They are subject to the same qualification period 
of one year, and they are then eligible to join our registered 
pension plan on a voluntary basis on exactly the same basis as our 
full-time employees. At the later of their 25th birthday or the 
completion of the one year of service, if that occurs after age 
25, they “are required -to “join This; 1 “believe; yerss the major 
component of the regular part-time employee, as I believe the 
question was termed. 


We have a third group of employees; I believe the more usual 
term is "occasional," but we happen to call them contingents. 


I would like to emphasize, by the way, that our regular 
part-time employees have always participated in all our benefits 
on the same basis as the regular full-time employees. The 
rationale for that decision is that we recognize this continuing 
attachment. Their employment is as important to them, and their 
standard of living and that of their families more recently, as is 
the income of a regular full-time employee. 


11:40 a.m. 


Mr. Riddell: But it's a condition of employment, as you 
indicated before, though. 


Mr. French: It is a condition of employment after age 25 
and a year's service, not before. If I can just expand on that; I 
want to address the third group in a second. 


What we are recognizing there is that under age 25 
retirement is not only a long way away, it is something that does 
not happen to me; it is not a reality. To require participation in 
a pension plan, to require siphoning off some of their earnings, 
which that group tends to regard as too low to start with, to 
provide for that never never land generates more heat than it does 
benefit. 


“Stone recent. "“poOLtcron Gor those under-25-year-olds do 
participate. It is interesting that that participation ratio is 
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climbing as early retirement is increasingly. a) topic of 
discussion. If one discusses on a back-and-forth basis with the 
UNnGEEL=25. 4 JOLOUD, and. ~gdives them the vag ee ay facts, Enate. eby. 
participation under age 25 they can provide full pension at less 
than 65, it is quite interesting the number who will enroll. 


Mimsy W1ldgells That 1s) more .of, a priority to. thém’ than 
buying a new house? 


Mo oentDenchinisedidvnot Say that, no. 


The priorities of an individual are endless, as all of us 
ENOWselinet Sa weLVYaattlactivesto.do,this or ,that. If you. are looking 
at under 25, the fact of the matter is you are probably dealing 
either with a single person or a newly married couple who have not 
yet taken on any of the big responsibilities. Sure, they can put a 
buck by, but probably the big heat of accommodation protection 
occurs at a later stage in the family life. So, no, I have to just 
DAGChmeOlLin  -rom that “a bit. I hope I do not come across 4s 
nitpicking, because I do not believe I am. 


Mr. Chairman: The competition might be for a new car or 
a boat or something like that. 


Mr. French: That's right; or supporting a new girlfriend. 
Back to the third group, Mr. Chairman-- 
Mr. Cureatz: (Inaudible). 


Mr. French: Te da cher there is some sensitivity to 
(inaudible). 


Mr. Chairman: I Know you want to make your “~third’~point; 
Mr. French. With respect, Mr. Cureatz. 


Mroe Daandoe aio Tov OrOecOntrol Mr. Cureactz. 


Mr. French: The -g Coird. .OrOuD, Mr. Chairman, are the 
occaSionals or the contingents. We have historically regarded 
these, from management's point of view, as being essentially short 
term. If you speak to them, most of them will say: "We're only 
here for a short time. We are students. We are here for 
Christmas," or whatever. 


But there is a real change going on in society which we have 
recognized. More and more of these people, if you talk to them--we 
have service recognition for these people; as you give them their 
Busvear pin, .it.sS .a.little difficult .to. accept. that, they, are; only 
here for a short time. We are recognizing that, within the 
occasionals, changes in society are isolating another group of 
continuing people who are not there on a regular basis; their 
hours fluctuate from week to week or from season to season. 


We are looking at the possibility of providing some scheme 
whereby they can provide for their own retirement which would be 
On a partnership basis. In 1976, we introduced membership for them 
in our profit sharing, which is an auxiliary scheme, so that they 
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can, if they are committed to providing for their own retirement, 
now participate. It is interesting to see how many of these people 
with very fluctuating attachment to the work force do contribute. 


Mr.s Brandtse Therevers “aieqneate dealc (On eiuidity, pal = wourd 
imagine, between those three categories. Erongy ta business 
administrative standpoint, if legislation established 1,000 hours 
a year as the criterion for qualification for pension purposes, I 
am wondering if it would be easier for business to respond to a 
20-hour-a-week kind of regulation, or would 1,000 hours a year be 
somewhat Simpler? Or does it matter? 


I am concerned a little bit about the fact that you would 
probably have a number of transfers within the three groups. The 
administrative nightmare could be something that would concern 
you. If not, 1. would= Tike ‘you to say that.i1r at’ does concérns you, 
I would like you to give usS some indication of how that might best 
be handled from a regulation or legislative standpoint. 


Mr. French: I think there are two separate issues 
involved there. 


As a matter of personal policy, we try very strenuously to 
minimize transfers between the categories, because we feel that 
the kind of work which an employer offers an individual must be 
related to that person's needs. 


If the principal income earner comes to you looking for 
work, we question the service that you are doing that individual 
if you offer them 12 hours' work this week with some hope for next 
week. You have to offer that person some kind of a relationship, 
some kind of a commitment on your part that will enable that 
individual to support his or her responsibilities. So we try to 
Minimize the transfers. 


Moving to the second point, which would be easier to 
administer, I would prefer to answer the question, which would be 
more realistic. Going back to the concept of an ongoing commitment 
to work, we would prefer to see some legislation, if there has to 
be legislation, which would identify an ongoing commitment in 
terms of pay period, which may or may not be a week--regularity of 
work. 


Mr. Brandt: Could you give some indication of the 
percentage of your employees, a ball-park number in the second 
category, that take advantage of the opportunity to enroll in a 
pension plan, where it is a voluntary enrolment if I understood 
YOu COoLrectly? 


Mr. French: We are talking of the occasionals? 


Mr. Brandt: No. I am talking about the regular 
part-time. Are they required after a year? 


Mr. Frrencn: Yes,. Sir. 


Mr. “Brandt: 1S “1 “available, (then, foe -the toccasitonalse 
Maybe I missed that point when you discussed it. 
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Mr. French: Our registered pension plan, as such, is not 
available for the occasionals. What we do have is a profit-sharing 
plan which has a contributory base, plus a company contribution on 
a profit-sharing basis. That is optional and is available to all 
employees. 


Enrolment within the company exceeds 90 per cent of eligible 
employees. Enrolment on thermo part O£ the occasionals is 
approximately 80 per cent. 


Mri Chairman: What- VvsPithe!>'criterron’] forvwebiqibil ity Ucon 
the part of the occasionals? 


Mr. French: ‘It is that’ they » should have ‘accumulated 
1,000 hours of employment, with no break in that employment period 
of three months or more. We have that flexibility going back to 
this concept of the lack of permanent commitment to work, which we 
recognize. 


Mr. Brandt: On another point, to pursue what Mr. Riddell 
was talking about a little earlier: We are looking at the 
possibility of a doubling of the benefits under the CPP, which 
effectively will result in a quadrupling or more of the cost of 
Ghat+par ticular plan 


My concern is that there would be a tremendous number of 
casualties, not only if you went for the expanded plan but also in 
terms of the financial requirements of the plan; some time in the 
ma-LISOSPtoO™ the vearly “partiso£f the “1990s)i four’ -information is 
correct, you would have to double the contributions from employers 
and employees into the plan, which I think will catch a lot of 
people. I do not think we should skirt the issue. 


I think Mr. Riddell was absolutely correct: There are a 
number of people who are on the fringe, small businesses and a 
number of individuals, who simply are not going to be able to 
withstand that kind of extraction out of their paycheque in terms 
of total dollars. Which leads me to believe that there is a value 
in looking very seriously at some form of voluntary plan that 
would assist to increase the benefits as opposed to the mandatory 
kind of scheme that is being proposed by some. 


There iS one question that was not addressed in that 
conversation; that is, the rather substantial amount of capital 
that a doubling or quadrupling of the CPP would generate and where 
that capital goes to. I just want your response on whether you 
felt that leaving that money in the private sector to generate 
wealth outside of government control has an appeal to you; if so, 
I would like your views on that. Or whether you have any concerns 
with respect to the many billions of dollars that would be 
generated in an expanded plan going into the CPP and then 
ultimately back to the provincial governments for use in whatever 
way they determine to be in the best interests of the people of 
that particular province. 


pis 50ea.m: 
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Mr., Carlton: -The, size ‘of , the, -CPP ofund el esel tl | pasceia se LoOL 
to do with that question, because it doesn't necessarily generate 
a large fund; it will do if you phase the contributions in sooner 
rather than later, because the contributions will come in ahead of 
the benefits going out. So it iS going to be very dependent on the 
timing of the contribution increases to the size of the CPP fund. 


The bigger the CPP fund gets, the more concerned I am about 
its being invested successfully in the private sector, on two 
counts. The ,bigger it .1S,, the. more it .scan select ache. ~malke.s 
themselves and come to dominate the markets. Also, the more 
problem there would be if it were used in a political way as the 
Caisse de Dépot tends to be right now. 


I think our position, generally speaking, is that if the CPP 
runs on a pretty close to a pay-as-you-go basis and thus has a 
fairly small fund, we would prefer to see it invested in the 
private sector by an independent board or boards rather than being 
lent to the province for unspecified purposes. We believe that can 
be done with a part or even all of the CPP fund. But I think we 
would be more concerned about that if the fund became a very large 
fund. 


Mr. Brandt: Do you agree with the concern I have 
expressed with respect to those that will fall by the wayside and 
will be statistical casSulties? I think this is what Mr. Riddell 
was getting at in his statement about fringe operations. I know 
the argument problably will be made by some that if they are that 
fringe they should not be in business; I find that a very callous 
kind of an approach. But if there are fringe operations that would 
be damaged by this, do you think there will be larger numbers, 
smaller numbers? What would your opinion be on that? I realize it 
would be a guesstimate on anybody's part, but the fact of the 
Matter is that, without any change, without any increase in 
benefit, we are looking at general a doubling of the CPP just to 
retain what we have now. 


Mr. Carlton: This is pure guesswork, and others may have 
different views from mine. I would go back to a point that I made 
earlier, that so long as it is telegraphed sufficiently in advance 
and it is known sufficiently in advance what the numbers actually 
will be then most companies, even small ones, would be able to 
adjust their operations with a higher cost. 


What kills you is uncertainty and things suddenly happening. 
If you know that in three years' time your contribution rate is 
going) trom)3.6oto°:3.8.and then iteiS .doingr tO,.four.,andrs if.15. going 
up by 0.02 every single year for the next 20 years or whatever it 
happens to be, that is something you can handle. What you cannot 
handle is if it goes from 3.6 to six per cent overnight. 


Mr. Brandt: And that may well be the case. 


Mr. Carlton: It doesn't need to be the case, because the 
CPP is highly predictable. 


Inter jection. 
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Mr. Brandt: It may well be the case, because it depends 
on how quickly you respond to the need to put additional money 
into the fund. What date have you got in mind for doubling it? 
Over what period of time? You have never articulated a position 
with respect to that. 


Mr. Chairman: Who are you looking at, Mr. Brandt? 


Mr. Brandt: I am looking at the gentleman who 
interjected, at Ross. 


Mr. Mackenzie: I think you would probably start 
immediately (inaudible) 


Mr. Chairman: Let me identify for the record that Mr. 
Mackenzie has been the culprit in this case. 


Mr. Brandt: No. It. was Mr. McClellan who interjected in 
the first instance. 


Mr. Mackenzie: I have been amazed at this coalition 
between Jack and Mr. Brandt, the right of both parties. 


Mr. Brandt: I think the point has been well made that a 
phasing-in is far more beneficial and can be responded to in a 
somewhat better way by business than an immediate increase of a 
Substantial amount of money. 


Mr. McClellan: Nobody is disagreeing with you. That is 
the only point I wanted to make, in case you want to put words in 
my mouth. 


Mr. Brandt: I would not even suggest that. 


Mr. Riddell: The only difference between Andy and I is 
that I have some money in the pot, being a small businessman. 


Mrs )Brandt: <1, -have-. .too. 
Mr. Riddell: Then we know what we are talking about. 


ME % Chairmans’® we don't49 wank -—.to;,puc. sany= ‘words in 
anybody's mouth or improve the vocabulary around here. 


Mr’ -SBrandt :*) L*“’ woulld “bnever ="StoOpy, tO, .echose- ~steps,.. “Mrs 
Chairman. 


Mr. Chairman: Anybody else want to get in the foray? 


MraniiWidkisiamsses Imecthe ceport,.«/it,y-indicated,.,that,.. with 
regard to the PURS program, it should be implemented over a period 
of time, but no later than within three years. I cannot recall 
that the report spelled out particularly why there should be that 
time period of up to three years, but I presume that would be one 
of the major reasons--would it?--that, while it could be phased in 
Over a relatively short time, it would still put everybody on 
notice, so to speak, and give them an opportunity to adjust 
accordingly. I presume that would be the main reason. 


BZ 


MrsccCardbtonsi-l ‘am sure that owasnetheir preason jj sandw "an 
sure that also has something to do with their recommendations on 
the timing for the CPP increases. If you noticed, they did not 
recommend that the CPP increase until after the PURS program had 
started. So there was not a double whammy happening at the same 
time. 


Mr. Chairman: I wonder if I could have a supplementary, 
Mr. Brandt? 


Mr. Brandt: I have not asked my question on indexing. 


Mr. Chairman: No; I “notice ) that.) bo wilt snot. anvicipe. «= 
your question. 


We have been talking about the little businessman, and I 
think we are all concerned about the little businessman. Now can 
we talk about the little employee of the little businessman for a 
moment? Because this is an area I do not Know much about in terms 
of what his movements are throughout his working lifetime. 


Have we a more quickly moving target when we are talking 
about the employee of a small businessman who may be making 
smaller wages and does not have the union representation or the 
job security? Is that target group more mobile? If it is, it may 
reflect on the magnitude of that particular problem, if you 
understand the point I am getting at. 


If you want to help that group, in terms of pensions, is the 
perceived problem greater than the real problem, in that, that 
group iS a moving group so they are continually bettering 
themselves by getting into better jobs, maybe more secure jobs, 
with better wages, pension plans and so on? 


Mev’ *Prenchs:<+Mrs* Cha@irnian,-°2 Fiwould YsthinkemothavAad asisan 
association, we are not qualified in two ways: We tend to 
represent larger corporations and we do have pension plans. On the 
other hand, I come from an industry where a turnover of 20 per 
cent is not a matter of great pride but is a fact of the industry 
among the bigger corporations. I would hope the smaller people do 
not have more turnover than that. 


Mr. Chairman: Are you fEinished, Mr. Brandt, apart from 
the question of indexing? 


Mr. Brandt: On behalf of Mr. Peterson, I should address 
this question. I will try to remember your exact words. The 
question of indexing, of course, is one that has concerned us. 
Have you formulated any plans with respect to responding to the 
indexing question? What are your feelings on that? Is it 
affordable? 


Mr. French: Have we formulated any plans? Yes, we have 
plans. We have a plan which we are implementing. I say "we" as a 
private fund sponsor. It is important in this consideration of 
what is a vital subject--there is no question about that--to 
remember there is a surprising amount of activity in hand on the 
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part of the private sector plans. 


I recognize it is ad hoc in most cases and therefore tends 
not to meet what I understand to be the pensioner's prime need, 
that is, for some predictability. They need to know what provision 
they are going to have. The average private sector fund sponsor is 
aware of that. 


But he is also aware of two other constraints; that is, he 
needs some certainty in his own costs, in the plan's costs, and we 
need some protection against uncontrolled fluctuation. I would see 
a growing evolution towards a continuation of present adjustments 
and, I would hope, speaking personally, some move towards more 
systematic commitment. 


12 noon 


It is an awesome thing that a fund sponsor undertakes. For 
the sake of present retirees you can jeopardize the viability of 
your own plan and even the viability of your own corporation, 
which is the ultimate guarantee of your plan. So there is also an 
awareness of another factor. 


The real challenge with inflation is that as a society we 
never toogetacon Jtop. tof ait .uegl ig we, Jaresysto get: onwitope of pt, dall 
groups within society have to buckle their belts. Pia. abs 
unconscionable to suggest that only retirees should buckle their 
belts, but I feel they have to share it. 


Mr. Brandt: There was a very frightening statement made 
by one of our speakers yesterday to the effect that, when people 
in the labour force are having difficulty, as it were, indexing 
their pay to keep up with inflation, it is almost impossible to 
consider any method, other than to find a way to- control 
inflation, whereby those people who are in the retired sector 
would be able to get that kind of guarantee of income level. 


What formula are you hoping to use with what you are 
proposing to do? Do you have any kind of a formula with respect to 
the indexing question? What are you attaching it to? 


Mreesrench:: One 4 offs, ournbigisconcerns;sn0Ff jicourse--andeehean 
Speaking personally now--in assessing what iS an appropriate 
adjustment is to come up with a reasonable index. We have some 
real limitations as to the appropriateness of the consumer price 
index. We badly need an additional or more appropriate index. 
However, we do not have one; so we relate our present action to 
the CPI. We have a commitment to adjust for a portion of that CPI 
up to a maximum adjustment. 


Mr. Peterson: You would go for a legislated formula, 
Bnough? HThis ieisa Sveryio critical, questioni»to. ask. ;Should this 
question be left to the voluntary, ad hoc benevolence of an 
employer, or should we be searching for a formula? The Board of 
Trade has one. A variety of people have a variety of formulas. 
Should we have legislated minimum protection against inflation? 


Mr. French: Speaking personally, I believe some form of 
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legislation is going to be essential to ensure protection. 


Mr. Peterson: Tell us what you could live with. 
Representing major employers with major plans and managing those 
plans, what could you live with and not scare the hell out of you? 


Mr. French: It is impossible for the association to take 
any kind of stand on that because of differences of plans, 
differences in the location of members and differences in maturity 
of plans. 


Mr. Peterson: You would be terribly constructive to us 
if you could, because you might end up with a law you do not like. 
This is an opportunity for you. 


Mr. Williams: It is not very realistic if you givefiius 
your off-the-top figures. 


Mr. Peterson: Mr. Williams, I say with great respect 
that we are going to be equally unrealistic trying to come up with 
a plan if we do not have help from the experts regarding what they 
can live with. It is great fooling with’ the philosophy sofcethis 
stuff, but when we get down to the short stroke-- 


Mr. Williams: You are asking a lot of witnesses to come 
up with specifics in these. I think you are putting them in an 
untenable position. 


Mr. Chairman: Mr. French has stated he cannot speak on 
behalf of his association in regard to this matter. If Mr. French 
wishes to contribute something on a personal basis, then we can 
put that to him. If he wants to take the same position, then go 
ahead. 


Mr. French: I desperately wish to take the same 
position, but it is not constructive. I believe that, in coming up 
with a formula, the degree of protection which can reasonably be 
offered to retirees at this time has to be related to the CPI 
because we do not have another index. I would hope that would not 
permanently defer the generation of some form of index. 


On that I think there is another issue. The index which 


applies to retirees varies, as best I can assess it, through the 
Stages of retirement. I believe that to be a realistic statement 
which members of the committee have probably witnessed in their 
own observations of (inaudible). So we are looking at a portion of 
an index, and I believe it is not realistic, recognizing the 
pensioner's big need, as I hear it, for predictability. "Tell us 
how much we are going to get," they say, to put some form of a cap 
ORnGa ts 


Mr. Peterson: Do you have a view on this, ‘actuarially 
speaking? 


Mr. Carlton: Only as an actuary, not as representing 
either my firm or my clients or the ACPM. I happen to believe 
there is an additional rate of return generated in an inflationary 
environment. It doesn't come out nice and smooth, but it does come 
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out sooner or later if funds are reasonably, or even on an average 
basis, managed in the capital markets. I believe it's equitable to 
take some portion of that excess return and apply it to the 
pensioners, rather than treating it entirely arbitrarily, as can 
now be done. 


Mr. Peterson: Lowering contribution rates to employers, 
as it were. 


Mr. Sal veo. Not necessarily. Tee happens very 
infrequently that they lower contribution rates. 


Mr. Peterson: Is it a reasonable thing to legislate? Can 
we draft that into a statute? 


Mr. Carlton: Again, I stress that, speaking personally, 
I believe it can be done, yes. 


Mr. Brandt: Would it also be reasonable to legislate 
some form of return based on the invested capital within the fund, 
such as has already been brought in in Saskatchewan where they 
have targeted an arbitrary figure? I think, had the legislation 
been in place over the last five years, it would have returned a 
Minimum interest of between six and about seven and a half per 
cent--those are ball-park numbers. Do you think that could be done 
as well with the attempt to use that money against a form of 
indexing? 


Mr. © Carltonmws,Possibly. .there;,is., .a.. misunderstanding. .« of 
what Saskatchewan has done there. They have legislated a minimum 
form of interest on the employee contributions accumulating before 
retirement. It has no connection with any kind of post-retirement 
index. It is only on refunds of contributions before retirement. 


Mr. Brandt: Oh, I see. 


Mr, .aCaritoms: L@acna nk, though, RUSt_@etOL 190 madollittte 
further, if such a legislative action were to be taken, the rate 
of return that was used in the formula would have to be on what is 
Known as risk-free investments, not the fund's actual performance. 


I don't believe it's appropriate to constrict the management 
of the fund, because you may want to manage the fund very 
aggressively or you may want to manage it very conservatively. 
What the employee is looking for is something predictable, and all 
the employer is looking for is something he can get if he chooses 
to invest that way, but that does not force him to invest that 
way, and does not take away his very laudable attempt to achieve 
higher returns commensurate with a degree of risk he can take. 


I believe, if there were such a formula, it should be based 
on the risk-free return, which is essentially the Treasury bill 
rate. 


Mr. Peterson: Mr. Castonguay's point has been addressed, 
I guess. His point was that you are going to drive all the fund 
Managers into a conservative (inaudible) point. 
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Mr. Mackenzie: There are three areas of curiosity, I 
guess. I share the chairman's problem occasionally of how to be 
sure just exactly what you are willing to accept in terms of 
legislation or mandating, and I get the distinct impression that 
the bottom line is as little as possible. I think that is backed 
up even by your opening statement where you called for the 
practical realities, which were that you need time to make any 
adjustments or reforms. 


Now apart from coverage, on which there may be some 
differences or disagreements, there are a number of fairly obvious 
areas of concerns--the portability, the vesting and so on. 


Unless I misunderstand your role, I don't know a better 
group than yours, the Association of Canadian Pension Management, 
and the fact that you deal with many big companies, to ask the 
question I guess I've asked others and I am curious about, which 
is why did we have to come up with select committees and hearings 
to start Suggesting a mandating or regulations? Why was’ the 
industry not able to respond itself? I asked an employee of the 
insurance institute just yesterday and was told it is surprising 
what you will do when there is a gun to your head. I just find 
that very very difficult to cope with. 


Mr. Chairman: Especially when we don't have the right to 
bear arms. 


12:10 p.m. 


Mr. Mackenzie: It would seem to me the organization's 
would have been to rally the troops and say there are some 
problems in the private sector; we had better correct some of 
these problems. 


Ms. Vincent: I think the pension plans in the private 
sector are improving constantly. I think they might not be moving 
as quickly as some governments might like. But those areas of 
reciprocal agreements, of portability, are being developed. Most 
Major employers are giving ad hoc increases, and CPP and OAS are 
already indexed; so, therefore, the ad hoc increases sometimes are 
extremely efficient. The level of coverage is very high for a 
voluntary system. I do not think we have been standing still at 
all. I think we have been moving ahead very much and groups like 
Ours constantly say they will accept-- 


Mr. Mackenzie: You are telling me there are no real 
problems and leave it to (inaudible). 


Ms. Vincent: I am not saying there is no real problems. 
Any system that is just growing is going to have adjustments that 
have to be made from time to time. But I feel they are being made. 
David was saying they have moved to five-year vesting. I think 
that lots of companies have made improvements and I think most of 
them are trying. It certainly-- 


Mr. Mackenzie: We have a long way to go for five-year 
vesting generally. 
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Ms. Vincent: Well, at certain times certain industries 
can do more than others; so we do not necessarily move together. 
But sometimes when it is very difficult--if manufacturing is 
having some sort of problems generally, they might not move as 
quickly, for example, as the banking community if they are not 
having the same types of problems. 


We do not have a pension industry. We have many plans 
negotiated by employers and employees and set up for lots of good 
MersGuaws oO 1 t21S NOL tealistic CO” say that -we'"~can ali” sort-*o£ 
move together when we are not starting from the same place. 


Some of our members have two retired employees for every 
working employee, just for an example. When you talk about 
indexing a plan like that, you are talking about a great deal. Who 
is going to pay for it? They would not have a lot of extra money. 
They are all different, because they are not the same. But I would 
reject any suggestion that we have been standing still waiting for 
something to happen. I do not think that is the case at all. 


Mr. Mackenzie: Let me go to my third point that I was 
Curious about, because it does relate to vesting, to participation 
in decision-making and so on. That is the question of whether or 
not your contributions are deferred wages. We raised this with 
another group yesterday, and you, I think, are only the second 
witness before us that has raised some question about whether or 
not it is deferred wages. 


As I said yesterday, I was a little surprised and pleased to 
see the CMA come down without any equivocation that it was 
deferred wages that we are dealing with. Are there some people in 
the industry who still do not see pension contributions as 
deferred wages? 


MS*° Vincent: i *think’ Pt rs both.+Pi-*think “they tare "both 
deferred wages and many other things. It depends on the company. 
Most employer groups, I believe, remain very concerned about their 
retired employees. If they feel that way, it really is not 
deferred wages or they would have said, "Here is your money and 
go." They keep involved and they do post-retirement adjustments. 


Mr. Mackenzie: If you accept the argument that it is not 
deferred wages, you start a hell of a way back in terms of what 
are employees' rights. 


Ms. Vincent: This is my personal view. I think it is a 
Precrembat® oP Yboth HoI4@o0) "not think that)® asicantassociationj,; we 
could poll every member and have them agree that it is completely 
deferred wages. What do you think, Mr. French? 


Mrs SE rench: «oMporcChaizman,s01 «havesstosp support esthatonol 
recognize the difficulty of the question, but I think there are a 
number of factors. I also sympathize with the committee, because 
some of our answers have not been as totally clear-cut as they 
Might be. But I think there are a number of valid reasons for 
this. 


I had some difficulty with a question about what were the 
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compelling forces. You have to recognize that this total pension 
question is relatively new in Canadian society. In the pension 
situation there are some very new problems, with which we are 
wrestling. The first of these is the need of indexing, because 
inflation itself is a relatively recent thing. 


One reason we have not developed possibly as uniformly as 
this member of the committee might have liked is that we are 
dealing with human beings, with all their diversity; you are 
dealing with human problems. This may be one of the strengths of 
the private sector, while also it gives us some of the problems. 


Mr. Mackenzie: I think, though, that one of the problems 
you have is that you sit in, for example, at a set of negotiations 
with one of the major companies, and the argument the companies is 
going to make is, "You can either have X cents an hour, or you can 
change this benefit, or we will put so much into the pension 
plan." So you are obviously dealing with deferred wages, even in 
their perception. That is why I was sort of pleased to finally 
hear the statement, as it clearly came from the Canadian 
Manufacturers' Association, that it is deferred wages. 


I think that has a fair bearing on what you do, or what kind 
of employee participation there is, or what you do in terms of 
vesting and the right to vesting. 


Mr. French: I would unhesitatingly support the concept 
that it is deferred compensation, but I think that you have to 
apply it and you have to interpret it a little. 


Even the proponents of this concept of deferred compensation 
have to be very careful, I submit, because if it is deferred 
compensation, then that closes the case for any consideration of 
pre-retirement indexing. And I think it challenges any case for 
post-retirement indexing. If it is deferred compensation, the 
argument is, the relationship is closed; and I cannot support 
that, as I have shown. 


So yes, I say it has strong elements of deferred 
compensation in that it is not a grant. I deplore that kind of 
thing. But it it needs some interpretation. 


Mr ini Chaizmanzn. bteastruck me. thatywite is Tisomewhats _.like 
beauty. It is all in the eye of the beholder. 


I can see, aS I indicated earlier, that the perception may 
be one thing but the reality may be another, when you are dealing 
with the concept. 


Mr. Mackenzie: You also Said, in your statement 
concerning the organization, the first concern, I forget how you 
stated it now, but it had to do with how we deal with poverty or 
low-income people. 


Were you making that statement strictly in relation to 
Older pensioners now who are on inadequate incomes, or was there a 
broader context to your commment? 
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Mr. French: I think the statement was, "Steps must be 
taken immediately to alleviate poverty among today's elderly." 


We would not limit the application of that. 


Mr. Mackenzie: I know we are a little bit far afield 
now, because pensioners are only part of that problem, the people 
that are on inadequate pensions, (inaudible) OAS or CPP, the 
Supplement they get. 


Does your organization have any suggestions in that 
particular area? Do you see that being solved in any way by a 
restructured savings or pension plan, or what? 


Ms. Vincent: The people who are now retired? 


Mice Mackenzile:* “1, was \ first. asking ii Skyouvewere™ just 
dealing with them; and I gather that, no, your context was 
broader, so I guess I have put in my question in a broader context. 


Has that been a concern of your organization, and have you 
got any suggestions for us? It is admittedly a little far afield. 


Ms. Vincent: Certainly for today's problem, with retired 
people, we have OAS, GIS, Gains. 


Mr. Mackenzie: So you see the approach just as an 
enrichment, if we have a problem there--some kind of supplementary 
program? 


Ms. Vincent: I cannot think of another way to do it. 


Mig cen recon; sl -schink sthac sit] “would ™.bes through. Gains .or 
GIS. 


There are a couple of points really. I do not think that we 
can suggest a particular level which we think iS appropriate; but 
there are a couple of aspects of the design of, in the first case, 
Gains. 


The Gains program is such that if the company does give the 
employee a dollar, it immediately reduces the Gains payout by a 
Gollar, and that is clearly a negative force on any kind of 
post-retirement indexing. I would like to see some prorating as is 
done with GIS, where it is 50 cents on the dollar. 


Thaw .Sssone:) point. 1.ne sother, 7s. pointunis «that’ "it tS) worth 
considering whether OAS should be grossed up for tax purposes, 
thereby generating some higher tax revenue, and maybe if necessary 
uSing that either for higher GIS or for a higher OAS. 


I think the problem mainly lies amongst the single as 


opposed to the married; and to get at that, you basically have to 
work on GIS and OAS and not CPP. 


12:20 p.m. 


Mr. Mackenzie: So you are saying Enact se One wi OL the 
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potential answers might be some enrichment of the OAS program, 
which is really a general revenue areayv 


Mr.. Carlton: =Self-financing ~-throughi, Groseing spac spe Lor 
tax purposes. 


Mr. Peterson: That's 150% gross-up for a tax bracket 
over $30,000? 


Mr si -Carlton: >'Io>° prefers > themels0 per® Centiecross="up aa cu. 
that is a fairly novel idea, and I don't think the membership 
really fully necessarily understands that. 


Mr . i. sMcClellan: 5 The." CMA, (inatidible)| $30 7000" taxi brackets 
They reject that totally. 


Mr:iiChairnman:, Iocthink witheyouhaves goty la jplot sof isuppore 
toon. MpseNcCle lelan. 


Mr. Mackenzie: The majority of this committee, I think, 
Mr. Chairman. 


Interjections. 

Mr. Chairman: Taxing back. Anyone else? 

You know, I recall when there was a surtax on your income 
tax) as\\aprembum “£on “that, land) 1. thought. Liwas-contribucing, ve 
that old age pension. Now there is total confiscation advocated at 
$30,000, and I do not know what $30,000 is going’ to do “inva ten 
years' time. Speaking personally, I question very much that 
particular recommendation. 

Mr. Peterson: Ethically speaking, there is no doubt that 
the confiscation by the province of the CPP funds, which will not 
be used to pay pensions-- 

MrwiGhaicoman: Ibwiddi not-= 

Mr. Peterson: It is not a bit different. 


Mr. Chairman: I do not want to get dragged into a debate 
on taxation. 


Mr. Peterson: For the sake of consistency, I thought I 
would bring this up. 


Mr. Chairman: You may find more concurrence than 
opposition. 


Thank you very much for appearing today. It has been very 
Stimulating and helpful to the committee in its deliberations, and 
we appreciate your taking the time. 


The committee now stands adjourned until 2 o'clock. 


The committee recessed at 12:22 p.m. 
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LEGISLATURE OF ONTARIO 
SELECT COMMITTEE ON PENSIONS 
Thursday, August 20, 1981 
The committee resumed at 2:10 p.m. in room No. 15l. 


ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
(continued) 


Mr. Chairman: Gentlemen, fi see a quorum. We are 
fortunate this afternoon in having with us the Board of Trade of 
Metropolitan Toronto. I do not Know who has been delegated as a 
spokesman but maybe he could identify himself if that is the 
proper gender to use and introduce the delegation. 


Mr. Edwards: Mr. Chairman, members of the committee, 
thank you very much. My name is Stan Edwards. I am president of 
the Board of Trade of Metropolitan Toronto, and I have with me a 
number of members of the pension policy committee of the board of 
trade who will elaborate on certain aspects of the board of 
trade's position if that is the wish of the committee. 


I would like to introduce those members of our pension 
policy committee who are present here. The chairman of that 
committee is Laurence Coward, who sits on my left; I will turn the 
presentation over to him in just a few moments. Next to him is 
Arnold Shell, who is a member of the committee; he is a group 
actuary with Crown Life Insurance Company Limited. Next to him is 
Barry Sprawson, partner with Peat Marwick and Partners. Since we 
only had four chairs here, we had to ask some of the members to 
sit a little further back. 


Mr. Chairman: Second string. 


Mr. Edwards: Yes. They will be ready to rush in with 
assistance as required: Mr. J. E. Tremble, company benefits 
manager of the T. Eaton Company; Mr. Bruce McCarthy, consultant, 
Wood Gundy Limited. I believe those are all the members of our 
committee who are present. There are several other members who 
were not able to come. 


Mr. Chairman: You have overwhelmed us-~ already, Mr. 
Edwards. 


Mr. Edwards: Thank you, Mr. Chairman. I happen to have 
been a member of the committee which developed the position paper 
of the board of trade on pensions. Our initial brief was prepared 
and submitted to the royal commission on pensions in December 
1978. We have developed a new position paper and a new and 
expanded position paper which was issued in January 1981 just 
before the royal commission report was published. 


Before turning the matter over to Mr. Coward, I would just 
like to make one or two comments about the general context in 
which we approached the matter. This is referred to under 
background factors in our presentation. 


The printed brief which was sent to the committee includes 
aS an appendix the entire position paper issued in January. We 
spent a lot of time on it. We think it was very carefully worked 
outs. Sit is )summarézed» and ,jbrought jp sto wdate sun ~the esix-page 
summary at the beginning of the folder. 


But we start off by saying we believe that pensions are very 
important in our society. They should be improved and gaps filled 
in to the extent possible. But pensions are by nature a long term 
problem. They must be kept in the context of the economy as a 
whole in relation to the producing power of the economy and other 
demands on the economy as well as demographic projections of 
future population. If the costs are such as to overload the 
economy, then obviously attempts to improve pensions in the long 
run will be self-defeating. 


Therefore, we have that constraint. We do not think, as many 
people seem to do, that pensions should be looked at by themselves 
as an isolated matter, but they must be kept in context and within 
the ability of the country and the economy to provide them over an 
extended term. 


With that brief general observation, I would like to turn 
the presentation over to Laurence Coward, the chairman of our 
pension policy committee. 


Mr. Coward: Thank you, ladies and gentlemen. The first 
paper that the board of trade prepared was in January 1978 and 
went to the Haley royal commission. Then, as Mr. Edwards 
mentioned, we had another detailed paper in January 1981. We now 
have produced a six-page submission today which encompasses some 
comments on the new proposals in the royal commission report and 
has regard for what came out at the national pension conference. 


Moreover, we have concentrated on the things we think 
Ontario ought to do. We have not concentrated on old age security 
and guaranteed income supplement, since they are really matters 
under federal jurisdiction. 


We firmly believe that the pension system in Canada can and 
should be improved, and this applies to both public and private 
plans. But we are very concerned about the economic situation of 
the country, which is worse even than when we prepared our 
previous papers, with huge government deficits, a weak dollar, 
high inflation, high interest rates and high unemployment. 


Accordingly, our proposals have two main thrusts. 


First, we believe that government must take action to bring 
all senior residents of Ontario above the Statistics Canada 
poverty line. Second, we need to strengthen the pension benefits 
acts so that private plans can play a bigger part and fulfil the 
reasonable expectations of employees from that system. 


With your permission, I should like to run rather quickly 
through the points in our six-page brief. 
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Mis Wilibians -Wicould! Sieijustuminterrupt erforimia second, ioMr,. 
Chairman? I do not know if the other members are in the same 
Situation. I just have a four-page document. 


Interjection: Exhibit 55. 


Mr. Williams: I have cigott cnumberi> 69.a0I «have »got-ithe.;big 
briet, 


Mr. “Cowardced 15? am freferrangaytorsithe' »beginnings sofas this 
document. 


Mr. Williams: That is an update on the original. 
Inter jections. 
Mr. Williams: Oh, the first six pages. I am sorry. 


Mr -Coward: The» ..firste. point..we ~wish,,. to,,.make. .is.,the 
Matter of uniformity, because variations in pension legislation 
from province to province place a very real and unnecessary burden 
on employers. The majority of employers of any size operate in 
more than one province, and it iS extremely wasteful and vexatious 
to have to comply with different requirements. 


Ontario should seek uniformity in the legislation on 
pensions and make reciprocal agreements as to pension supervision 
with other provinces. 


I say this particularly because Saskatchewan and Manitoba 
have broken ranks in the last year or two. I understand the 
Canadian Association of Pension Supervisory Authorities, known as 
CAPSA, has been meeting. I am sincerely hoping that they will make 
recommendations for uniform legislation and that they will be 
adopted by the various governments so that we may have uniformity 
on the essentials. 


The second point is the matter of coverage and adequacy of 
pensions. We have examined this matter and come to a conclusion 
that coverage is not as serious a problem as it is made out to be. 
I will not say much more, because Mr. Shell will make a 
presentation on the coverage matter in a few minutes. 


But we do agree that there are certain gaps, and we 
recommend that the Ontario Gains program be expanded where 
necessary to ensure that all Ontario residents have incomes above 
an appropriate poverty line, perhaps the Statistics Canada poverty 
mines) safter sitakingesaccount so ofecourses o£) any, .changes © in»»the 
federal programs of old age security and guaranteed income 
Supplement. 


As for the Canada pension plan benefits, we believe that the 
pension from the CPP should continue to be 25 per cent of the 
adjusted average earnings; in other words, no major change in that 
level. 


A general increase in Canada pension plan benefits would 
provide the greatest subsidies to those with the largest incomes, 


< 


ana the contributions, which must rise in any event, would rise 
much sooner and end up much higher. We do not believe it would be 
in the interests of the country or Ontario for that to happen. 


2220 psn. 


But there are three changes in the Canada pension plan which 
we endorse. 


First, the year's maximum pensionable earnings (YMPE) should 
be increased more rapidly towards the average industrial wage. It 
is quite clear that the intention to catch up to the average 
industrial wage has been frustrated, because the average 
industrial wage has gone up faster than was anticipated when the 
recent amendments were made. 


Second, the dropout years for persons who leave the work 
force to care for young children should be increased so as to be 
the same as those under the Quebec pension plan. It is a matter of 
regret to me that Ontario vetoed that proposal on the ground that 
it would cost money. It will cost money, of course, but I think in 
order to improve the position of women and to have uniformity with 
Quebec and on general grounds that should be supported. 


Another meaSure to the advantage of women is that the 
spouse's benefit might be raised from 60 per cent to 75 per cent 
of the contributor's pension where a nonworking spouse survives. 
It seems a little anomalous to us that a widow who has not been in 
the work force should receive quite a bit less than if she had 
been in the work force. 


I might mention at this point that a questionnaire was put 
out just about a year ago and answered by 483 employers. It showed 
that 65 per cent opposed any enlargement of the Canada and Quebec 
pension plans, 24 per cent supported it and, I think, 21 per cent 
had no opinion. 


But when the question was asked as to whether they would 
Support legislation to strengthen private pension plans, we found 
80 per cent of employers supported that measure and only ll per 
cent were opposed. When I have finished my remarks, Mr. Sprawson 
will comment further and elaborate on that, with your permission. 


Funding of the Canada pension plan: We believe the Canada 
pension plan should not be funded on an actuarial basis as if it 
were an employer pension plan. The circumstances are really quite 
different. 


We agree with the royal commission that it should be 
operated on a pay-as-you-go approach with. a fund of some 
reasonable size to provide for contingencies and to smooth out 
some variations in demand. I think the royal commission suggested 
two years' outgo as an appropriate fund ultimately, and we are 
agreeable to that suggestion. 


However, we certainly believe the real and future: costs of 
the plan should be subject to continuous study and disclosure and 
that before any amendments are made, the actuaries in the federal 
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department of inSurance, all the actuaries of Ontario, should make 
studies as to the future commitments and the condition of that 
fund’. 


Mandatory pension plans: There have been several suggestions 
for mandatory plans, including one by the Canadian life insurance 
association and PURS from the Ontario royal commission. For a 
variety of practical and policy reasons, we do not believe the 
government should require the mandatory establishment of pension 
plans for employees or mandatory savings or mandatory RRSPs_ for 
individuals. We do, of course, have a national earnings-related 
mandatory pension system; that is, the Canada and Quebec pension 
plans. We don't need another mandatory earnings-related national 
system on top. 


The disadvantages of mandatory plans seem to uS_ very 
serious. There would, of course, be the addition of bureaucracy 
and the cost of administration to the government, and the 
additional cost of compliance to employers, particularly small 
employers. 


me Cverywe particular OFdifficultyzeis: ‘thatecuunderme Canadas 
constitution the provinces have jurisdiction over pension plans, 
with a few exceptions, so that a mandatory system would require 
provincial legislation. It is highly improbable that you would 
have the agreement of all provinces to enact the same legislation 
at about the same time and, therefore, if some provinces had a 
mandatory system, you would still require increases in other 
PEOGlaMms sehr Ltevis+ dVrESiculese toe Timagine. how! ithi’siicoulid  12be gea 
satisfactory solution. 


More than that, the mandatory plans would take so many years 
to mature that they might provide useful pensions next century but 
they certainly would not this century. The small pensions that 
would be produced would largely be lost because of the guaranteed 
income supplement. Those with low earnings would, therefore, gain 
little or nothing from PURS or any other mandatory plan system. 


What iS even worse is that a province that adopted a 
mandatory pension plan would, in effect, be subsidizing those that 
did not, because it would relieve the GIS for residents of that 
province, but it would have to pay its share of taxes and support 
GIS in other provinces. 


On vesting and portability: We do not see that it would be 
possible to make pensions portable in the sense that employees 
would carry their years of service from one employer to another in 
calculating their pension from the second employer. In that sense, 
portability is not feasible except within groups of employers who 
have much the same type of plan and much the same kind of 
work-force characteristics. 


But we can obtain something that is nearly as good if we 
have earlier locking-in of pensions under three conditions, and we 
Strongly recommend these: 


1. Vesting should be required under some such formula as 
when the employee's age plus service equals or exceeds 45, 
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provided he has one year of service. 


2. Any increases in pensions to retired employees should be 
extended to the vested rights; that is, any increase in immediate 
pensions should be granted also to deferred pensions in order to 
equalize them as far as inflation protection is concerned. 


3. The value of the deferred pension should be at least as 
great as the value of the employee's accumulated contributions 
plus interest at a specified minimum rate. 


These recommendations are in accordance with what has been 
done in Saskatchewan and with the recommendations of the royal 
commission. Those two go a little further than we have gone, but 
we support the movement. 


I may say that Ontario was the first province to bring in 
required vesting and it put out a green paper in 1973 proposing 
that the vesting be improved so that it would start at age 40 with 
five years of service. But I am afraid the other provinces had 
other views and nothing was done. 


The survey I mentioned showed that 70 per cent of employers 
would support the proposals for earlier vesting that were in the 
Lazard report. That report said, for example, that vesting might 
be at age 30 and two years of service. 


There is really no doubt in our minds that we are ready for 
earlier vesting and locking-in on those lines. 


Surviving spouse benefits: We suggest that all pension plans 
be required to provide 50 per cent pensions to spouses on the 
death of the employee, unless the requirement iS waived by the 
spouse. 


We suggest that if the plan now provides single life 
pensions, it should be permissible to reduce the amount of those 
pensions on an actuarial basis so as to provide for the 50 per 
cent to the spouse. In other words, the pension would be of the 
same value but, instead of being life only, it would continue 
after the death of the employee in the amount of 50 per cent to 
the spouse. 


We also support the suggestion of the royal commission for 
revising the Family Law Reform Act to deal with pensions when 
there is divorce or breakup of a marriage. 


On indexing of pension plans, we believe there should be no 
provision in the public service, nor any requirement in the 
private sector for full indexing of pensions in relation to the 
cost of living. We point out that inflation has become embedded in 
Our economy at such a high rate that some provision must be made 
for it by employers. 


A provision could be made for indexing of pensions under a 
formula which limits the future pension increases in relation to 
the capacity to pay, for example, by using interest earnings in 
excess of some realistic real rate of return. We favour that 
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action, which in fact has been taken by a good number of employers. 
2930 “pire 


The board of trade believes the inflation tax credit 
proposed by the royal commission would be far too costly to be 
considered at present. The costs would be cumulative, they would 
increase rapidly over the years so long as inflation persisted 
and, furthermore, the proposed inflation tax credit covers not 
only pension income, but income from RRSPs and from a great many 
sources. It would also discourage employers from doing anything 
themselves if the government were to take over that whole problem. 


Two more items briefly: We do not see the need _ for 
legislation to abolish mandatory retirement, and we do not see the 
need for legislation to require the use of unisex mortality tables. 


Those are my comments on the brief. Before I leave you, I 
would like to distribute some views that have been expressed by 
some members of this committee on the 163 recommendations of the 
Royal Commission on the Status of Pensions in Ontario. I have to 
explain that we had four of the members of the committee who went 
through them and expressed their approval, disapproval or no 
comment on each of the 163 recommendations. We have those views 
summarized. 


Of necessity in describing what is in the recommendations, 
we give them the number, but we have had to greatly abbreviate the 
description. But I hope that, with a copy of the report--if anyone 
does not have them, I could give you plenty more--you will be able 
to follow what we have done. 


Mr. Chairman: Maybe we could distribute those now. 


Mr. Coward: Yes. May I have those distributed now? Thank 
you. It is of interest to note we agreed with 111 out of 163, we 
disagreed unanimously with six and we were divided in our opinion 
on 46. 


Mr. Mackenzie: Was PURS one of the disagreements? 


Mr. Coward: No. I think we had three to one against; the 
inflation tax credit is one, and there is disagreement that the 
Pension Commission of Ontario should designate funding methods and 
establish actuarial assumptions. 


Mr. Mackenzie: Before we leave the general presentation, 
Mr. Chairman, I wonder if we could also get an observation from 
the board of trade people as to their perception on pension 
contributions as to whether it is deferred income. 


Mr. Coward: I do not believe it could be considered 
exclusively as deferred income. If you adopt that philosophy, it 
is very difficult for me to see how you could make adjustments 
because of inflation to pensions of people who retired many years 
ago. 


That would be going back and raising their pay 
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retroactively. It is difficult for me to see how you could give 
bigger benefits to somebody who leaves a spouse than to somebody 
who does not, because you would be giving different pay according 
to one's marital status 20 or 30 years later. There is a good deal 
of. betruthtadinierthe: ividiew ectha tes de bicoul dmmot egaccept nent gawethout 
reservation. 


Mro<), Chaix man: f eht: orks) ( any egéo0bservati Ofinesso v Beare iheeathese 
hearings, for what it is worth, that, while generally the concept 
of pensions as deferred income iS accepted, it is more of a 
treatment of pension benefits as deferred income on a selective 
basis. In other words, the perception might be there but in 
practice it may be a mixed bag. 


Mr. Mackenzie: That may be part of our problem. 


Mr «#« Chairman;« Thatsris. naghts., Anyway, sieavantessure ELwenwl1ie 
be getting into some questioning on that, and I do not want you to 
interrupt the presentation, Mr. Mackenzie, please. 


Mr. Mackenzie: I just was, once again, pleased to hear 
that we accepted (inaudible) from the CMA hearing a couple of days 
ago. 


Mr. Coward: There is a large element of deferred pay in 
pensions; but it has to contain other elements, otherwise some of 
the things we do, which I think we all accept as being good, would 
be impossible. 


May I now, Mr. Chairman, ask Mr. Shell to make his remarks 
on the coverage situation? 


Mr. + Cureatz: (Inaudible) interpretation on the opening 
remarks (inaudible). 


Mr. Chairman: I am wondering if we should deal with the 
presentation and then get back to each of the individuals and ask 
questions and go from one to the other. 

Mr. Shell, your name was raised yesterday in the committee, 
if I am not mistaken; so if you are reading our transcripts, it is 
not in vain. We are delighted to have you with us today. I gather 
that you may be appearing personally later on. 

Mp. Shellsaypt don't. thinkeso ~aThissiseinslieusotuthat: 

Mr. Chairman: I see. 

Mr. Riddell: Maybe there are two Shells. 

Mr. Chairman: It is not a shell game, Mr. Riddell. 

Carry~on,. ME. Shepb: 

Mr.o' Shells 1 Wepwbelieve. it @cisteagaitale dni srconsideringumthe 
extent of coverage and adequacy of the current private pension 


system that a clear distinction be drawn between those Canadians 
who are now retired and those Canadians who are still wage earners 
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and who will retire in the future. 


In some cases the economic situation of today's retired 
people is a cause for concern. In large part this is because they 
retired with no private pension plan or RRSP and with no or 
incomplete CPP benefits. This problem of today's aged poor is 
clearly a problem to be solved through government action. It is 
not capable of solution through the private sector. Where 
necessary, aS has already been mentioned, we are in favour of 
improvements being made by the government in the GIS and Gains 
programs as a solution to this problem. 


It is not appropriate, however, to use the plight of some of 
today's elderly as an argument in favour of expanding the benefit 
levels under government plans or in mandating private plans as 
they apply to today's working population. Such an argument should 
be advanced only if, after careful analysis, the current private 
arrangements are found to be reaching an inadequate proportion of 
the population. 


It is often stated that only about 40 per cent of the labour 
force is covered by private pension plans and therefore something 
drastic needs to be done by the government to increase coverage. 
We agree that about 40 per cent of the total labour force is 
covered, but this is a highly misleading figure. Some people say 
that since only 40 per cent of the labour force is covered by 
private pension plans, the private pension industry is inadequate. 
This is like saying that since only 50 per cent of the people wear 
glasses the optical industry is inadequate. 


The point is that there are many people for whom both 
glasses and private pensions are unnecessary. Indeed, there is a 
Significant portion of the labour force for whom a private pension 
is not only unnecessary but would be redundant. These workers, 
along with their employers, have therefore voluntarily chosen in 
many cases not to be in a pension plan or an RRSP. 


The workers for whom a pension plan iS unnecessary or 
redundant are defined by their age and income characteristics. We 
feel the appropriate target group to consider in analysing the 
extent of coverage is those wage earners between the ages of 25 
and 65 who earn wages between the average industrial wage and 
twice the average industrial wage. Those workers under the age of 
25 in many cases have priorities other than saving for retirement. 
One of these important priorities may be saving for a home. 


The reason for excluding from the target group those workers 
who earn less than the average industrial wage is found in the net 
replacement ratio concept used extensively in the royal commission 
report. The net replacement ratio is the ratio of net after-tax 
income after retirement to net after-tax income before retirement. 


Our studies have shown--and this is confirmed by the royal 
commission figures--that a married person earning the average 
industrial wage can expect a net replacement ratio of between 70 
and 80 per cent from the current government benefits alone. For 
Married people below the average industrial wage, the net 
replacement ratio from current government sources alone approaches 
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and sometimes even exceeds 100 per cent. 


That is what we mean when we say that for many people 
earning less than the average industrial wage, a private pension 
would be redundant. It is illogical to use the fact that many of 
them are not covered as an argument against the current private 
pension system. 


The net replacement ratios from government sources are 
somewhat lower for single people. This is an area in which we feel 
an adjustment in the GIS or Gains benefits may be considered. It 
is, however’, tmportant* to “point Out that as "Of Uantary Lf, 400, 
each retired married couple over 65 in Ontario was guaranteed an 
annual income of over $10,000, and each retired single person over 
65 waS guaranteed an income of almost $5,500. As we will see a 
little later, these figures compare quite favourably with the 
Statistics Canada poverty level. We do not feel that the size of 
these floor levels are generally known to the public. 


2240 2m 


As I mentioned above, we agree that about 40 per cent of the 
total labour force is covered by private pension plans. The White 
Study on coverage and the background papers to the royal 
commission report analysed coverage by age and concluded that 
about 56 per cent of those between the ages of 25 and 65 were 
covered. We also agree with this figure. 


For the reasons outlined above, however, we feel that it is 
important to complete the exercise and look at that group of 
workers who are both between the ages of 25 and 65 and who earn 
wages between the average industrial wage and twice the average 
industrial wage. 


Our study indicates that the coverage of this properly 
defined target group is around 77 per cent, or about three out of 
four when RRSPs are included. That is, about three out of four 
wage earners in the target group are members of a private pension 
plan or an RRSP. In some cases, the conditions under which 
benefits become payable under these plans may be in need of 
improvement and we have made recommendations in that regard. But 
the point is that the private pension system is being used by 
three out of four people in the target group. 


But what of the one out of four not using the private 
pension system? Is it appropriate for government programs to be 
expanded, or private plans made mandatory on their account? We 
think it is not. Many of the uncovered are uncovered because they 
have not yet met eligibility requirements, have elected not to 
join, are members of a profit-sharing plan or have private 
savings, including especially their own homes. They all have the 
opportunity to participate in the system, because RRSPs_ are 
available to all wage earners. 


We feel that, once the government has made available to 
everybody the opportunity to save for retirement through the use 
of pension plans or RRSPs, it is not appropriate to force 
Canadians to use one of these approaches to savings for retirement 
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as opposed to all the other options. 


tie is.) Gighty itasmwcagithumanes countryy.9 that,.the ..federal 
government provide floor benefits through the OAS, GIS and CPP 
system, and that the provinces provide supplements, but beyond 
that we are better served by a system which promotes flexible 
decision-making and individual choice. 


Mr. Sprawson: Mr. Chairman, we have had ae number of 
words and figures, and we have made some recommendations. We, in a 
few minutes, are going to illustrate, we hope graphically, what we 
have in mind. We have brought along an overhead projector, and I 
am going to ask Arnold to go up to the front to project these 
figures. 


Mr. Shell has expanded upon the subject of coverage and 
adequacy of pensions in Canada and, in so doing, pointed out the 
distinction between those who have retired already and what needs 
to be done for them, and those who will retire in the future and 
how we believe they are now covered with supplemental pensions 
through attachment to the labour force. 


We believe that equally important is the distinction between 
those who are attached to the work force and those who are not, or 
who are but only for temporary periods. 


It is clear that employees and employers, with the help of 
the provincial government, can solve the problems of coverage, 
vesting, indexing and portability in private pensions. No major 
increase in the CPP, GIS or Gains is, we believe, needed for those 
people who are now in the work force. Employers obviously cannot 
do anything for those who do not attach themselves to the labour 
force, and it is in this area that the provincial or the federal 
government must act. 


We believe it would be helpful to this discussion if we 
distributed a fact sheet. I think you have all got a fact sheet in 
front of you. It looks something like this. 


We have illustrated our understanding of the federal income 
security programs as of August 1981. On page one, the first two 
numbers have relevance. The year's maximum pensionable earnings 
for the CPP is $14,700, and the average industrial wage at May 
H98l is $17,243. 


On the second page, we have illustrated the annual 
guaranteed level of benefit, including old age security and the 
guaranteed income supplement in each of the provinces that have 
such supplements, in the third quarter of 1981. You will notice 
that in Ontario the figure now is $5,753.52 single and $10,847.04 
married. 


At the bottom we have shown the Department of National 
Health and Welfare and Statistics Canada poverty lines as we 
understand them at this point. I think it is important that we 
have this fact sheet at our fingertips when we look at these other 
illustrations. 
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First, with respect to those people who attach themselves to 
the work force and are in the Canada pension plan, we believe the 
following changes should be made: The YMPE should be increased 
more rapidly to the annual industrial wage. You will notice from 
that one fact sheet the YMPE is now $14,700. We believe it should 
be brought up to the $17,243 level much more quickly. It is being 
increased at 12.5 per cent a year, and we are running inflation 
now in excess of that. 


We also believe the dropout years for persons who leave the 
work force to care for children should be expanded, and the 
surviving spouse's benefit should be raised from 60 per cent to 75 
per cent. 


For persons who do not attach themselves to the work force 
and are not married to spouses in the work force, we believe in 
Ontario only minor adjustments in the guaranteed income supplement 
and Gains are required. 


In fact, based on the published Health and Welfare poverty 
line--this was the line used at the national pension conference 
earlier this year in Ottawa--the annual guaranteed level of income 
needed to bring a single pensioner up to the required line in 
August 1981 is about $6.50 a month or $77 a year. That is to bring 
dtiek F Oiitep 7 ao Sat Oui © cpt Use 


Married couples are already entitled to the $10,847 in 
Ontario, which is $2,392 over Health and Welfare's stated poverty 
line. To provide more would indicate better treatment to 
pensioners than to other less fortunate’ members of society who 
need assistance from government. 


To illustrate all this graphically, I would like to show you 
a number of graphs that illustrate precisely how we are now 
treating our pensioners in August 1981 in this country, how our 
current system will mature into the future and what will happen if 
the CPP is doubled. 


The first slide indicates what has happened to income tax 
deductions for pensioners over 10 years in the pension benefits. 
At the top, we illustrate the pensions that existed as 
government-supported programs nationally in December 1971 and 
August 1981. You will notice that the pension benefits have 
increased by about three times. 


Underneath that, we show the income tax exemptions and 
deductions that retired individuals are eligible to use, and they 
have gone from a 1971 total of approximately $3,100 for a married 
couple .to -$15)7733.4n2/1981. sThatumeans athe first. $157,700 Loft .income 
received by a newly retired couple is nontaxed in Ontario, or will 
be this year. We don't think that can be ignored in looking at 
what these benefits are providing to the people who receive 
pensions. We compare net take-home pay prior to retirement with 
net take-home pay after retirement from various sources. 


In the next graph--let me explain this--on the vertical axis 
we have a net replacement ratio, and on the horizontal axis we 
have the final salary of somebody. So that an individual earning 
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the average industrial wage, which is about $17,000, who retired 
today with only OAS as a source, would have about 35 per cent 
replacement of their income. 


2:50 p.m. 


In addition to OAS, there is also the Canada pension plan 
benefit, and we would like to show you in the next block what 
happens for a single employee. When you add the OAS and the CPP 
for the national average industrial wage for a single employee you 
will replace, in his take-home pay, at about the 45 per cent level. 


The third block shows you what happens when we add in GIS. 
When you add in OAS, GIS, and Gains--and this iS assuming no 
private pension at all--at the national average industrial wage 
you are replacing about 60 per cent. At $10,000 a year, I think it 
is 80 per cent. That is the income that somebody would receive at 
retlifement art Youmpnotice y:thatreitipistays: fairbyaihigh®. right, upsyto 
$45,000. 


In the next illustration, it shows what happens when you 
double CPP, on a net after-tax basis. You are now up to, at the 
national average industrial wage, almost 80 per cent, I think, 
coming from government programs. 


All these figures ignore the other provincial benefits. 
There is the $500 tax credit, and of course there are subsidies 
for OHIP and transportation and so on. 


Anyway, this illustrates that there is a good deal of 
replacement of income in retirement for those people who have 
absolutely no private pensions. 


What we have done, on top of this, is to sSuperimpose the 
typical private pension plan, and we have used the federal civil 
service or a good private bank pension plan with one of the good 
private employers. 


And that is what happens. It iS a two per cent final 
earnings plan. Doubling the CPP benefits still leaves quite a 
large corridor for private sector pension plans. And because of 
Our income tax system above the $15,000, the benefit comes down 
the way it does there. 


Of course, if you add in married employee benefits, all 
these figures go over 100 per cent. We just thought we would deal 
today with just the single employee. 


In summary, we believe Ontario employees and employers, with 
legislative enabling assistance from the provincial government, 
can solve the needed improvements in supplemental registered 
pension plans as they relate to coverage, adequacy, vesting, 
indexing and portability. 


We believe the Ontario government should improve the Gains 
program slightly for single pensioners, and should agree to three 
amendments in the CPP. The first would be to accelerate the YMPE 
to the AIW (average industrial wage); the second is to improve the 
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dropout provisions; the third is to improve provision for 


surviving spouses from 60 per cent to 75 per cent. We do not think 
there is a need to increase the absolute benefits under the CPP, 


nor the contribution rates. 
Mr. Chairman: Thank you very much. 
Was there any other person that--? 


Mr. Coward: I wanted to ask if the other members of the 
committee would wish to make any remarks at this point. 


Mr. Chairman: Just because they are in the back benches, 
it does not mean that they are not welcome to come forward. 


We have some members who are anxious to ask questions. Mr. 
Epp, you had a question. 


Mr. Epp: Thank you, Mr. Chairman. 

I am not sure who should answer; but I gather that, based on 
both the oral and written submissions, that you are opposed to the 
expansion of the CPP because you think there are enough 
benefits--at least on your visual submission here--for Ontarians 
and Canadians aS opposed to being opposed to more funds from the 
private sector going into these plans and then having them 
reinvested. I presume you are really opposed to it on the basis 
you. think there .are enough, benefits) therevand shat si. s.si te. 


Mr. Sprawson: I would say we have the secondary concern 
also that, if the contribution rates were doubled, it would create 
a cash flow of approximately $4.5 billion which could continue to 
be used, I suppose, to fund some deficits in some provinces or it 
could be used as an investment in certain areas of the provinces 
the way the Quebec pension plan funds are now invested. That would 
be of some major concern to us also. 


Mr. Mackenzie: Do you disagree with the provincial use 
of funds up until now, the investments? 


Mr. Epp: Funding the building of hospitals, I _ suppose. 
Do you think some of those funds should have gone into the private 
sector for investment the way Quebec does? 


Mr. Coward: That is not something that concerns me, but 
I do not think it was in any way deSirable or necessary to build 
up funds of upwards of $20 billion in the Canada pension plan 
fund. The original versions of the Canada pension plan did not 
provide for a large fund. We now have a much larger fund than 
exists in practically any other country with a comparable social 
security system. The purpose of the fund is not very obvious 
unless it was to make the deal more acceptable to certain 
provinces. 


Mr. Epp: If I yxremember’ correctly, He thinkseathat $22 
billion or $29 billion has been paid into the fund and about $18 
billion or $19 billion of that has been borrowed back by the 
provinces, including $9 billion by Ontario. 
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If I read you gentlemen correctly, you think the province 
should pay back those funds to the pension fund so that we can get 
the benefits for which people paid into the CPP originally. 


Mr. Coward: The province has promised to pay back those 
funds if called upon to do so. They are in provincial securities 
that have a definite term. It may be inconvenient that the 
province would have to raise money as happens when provincial 
bonds mature. There is nothing unusual in this. The province has 
that legal obligation, and I can imagine the provincial Treasurer 
might not be enthusiastic about having to find that kind of money. 


Mr. Epp: No, he may not. 


You were referring at one point to the number of different 
corporations you represent. Could you describe to the committee 
the kinds of companies you are speaking on behalf of today, maybe 
the size, the number and so forth? We have had different 
organizations before us and it might be helpful. 


Mr. Edwards: I will ask Mr. Douglas Gilmour, who is on 
the staff of the board of trade, to comment on that. 


Mr. Gilmour: Mr. Chairman, in a recent Survey we did-- 


Mr. Chairman: Why don't you come over to the microphone 
so we can record and inscribe your words for posterity? 


MrS ©'Gilmoug: In a recent - survey we did on- energy 
Matters, we specifically asked the members of the board, of which 
there are approximately 16,000, to indicate the size of their 
companies. In the results it was indicated that approximately one 
third had employees in excess of 100, one third had employees 
between 10 and 100 and a balance of a third had employees under 
10. We feel we represent pretty generally all sizes of businesses 
in the Metropolitan Toronto area. 


Sap sms 


Mr. Edwards: Mr. Chairman, since my microphone iS open, 
perhaps I could make a comment on a question which Mr. Epp raised 
originally relating to the proposal for a substantial increase in 
the Canada pension plan. 


I think the figures that Mr. Sprawson has developed bring 
out the question of whether there is a real need for such an 
increase. I think our conclusion was that, subject to filling 
certain gaps and further provision for widows and the other points 
we have mentioned, there is no real basic or strong need for 
people who will be retiring in the future--although maybe in the 
case of some people who retired in the past who do not have the 
full funding of the CPP--but that is one side of the coin. 


The other side of the coin is that we think that any very 
Substantial increase in expenditure of this nature in the current 
State of our economy would not be responsible, because we would 
have to keep the distribution of funds for consumption to 
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pensioners in balance with the funds available to other members of 
society and in balance with the ability of the economy to provide 
goods and services. In other words, there are many people who are 
under the age of 65 who are probably not as well off as people 
over 65 even under present arrangements. We have only a certain 
amount of pie, so to speak, to divide. 


It would be very nice to distribute a lot of money to 
everyone, “but’"the®"problem!*isysyow canSonly distributew whatiwor 
have, or’ “what? the ““system-Swilt produce. iri syou tattempteiita 
distribute more, aS we have seen very clearly, the result is 
simply exorbitant inflation. I would predict that, if we were to 
make very substantial increases of the kind that have been 
suggested, we would have much more rampant inflation than we have 
even seen to date. 


Mr. Chairman: And then this committee's job would be 
even more onerous, because I guess a part of the problem is 
because of inflation that we are discussing some of the issues we 
are today in terms cf pensions. 


Mr. Epp, did you have a further question? 


Mr. Epp: Just one question, and 1 am not sure whether 
these gentlemen would like to answer or whether it should be 
directed to Mr. Bentley. 


Somebody mentioned earlier that if PURS were adopted--and 
this is the mandate as recommended by Haley--we, in turn, would be 
subsidizing GIS in other provinces. I am wondering whether this 
question had been addressed by the Haley commission, and if so, 
what attitude they took to it, whether they had anticipated 
something of this nature. 


Mr. Chairman: Could anyone respond to that? It was 
raised by, I think, one of the trades. Was it Mr. Coward? 


age Coward: (Inaudible) this point, but 1 do not 
recollect that this was addressed in the royal commission report. 


Mr. Epp: Because it is a very important aspect of it. If 
we are going to subsidize the other provinces, in addition to our 
equalization payments, through having that kind of a plan, then 
that in turn means hundreds of dollars. 


MpscoCowandssmitaaissenaeé pointesthatewhothersaemess iis edoounde 
think it was discussed in the Haley report, but it seems quite 
clear that that is, in effect, what would happen. Ontario would 
Still have to pay its share of general taxation and the other 
provinces would be drawing more than Ontario. 


Mr. Epp: And what you are saying is that would not be 
taken into consideration in the formula for Ontario paying its 
general taxation, its federal taxes? 


Mr. Coward: I just do not know what other arrangements 
can be made, but if things stay as they are, that is, unless some 
special arrangement is made, the net effect is that Ontario would 
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Subsidize provinces that do not have a PURS plan. 


Mr. Epps 51" suppose one’ of =the things “that Haley--and “I 
am talking about the commission when I am talking about 
Haley--must have anticipated is that if they were going into PURS 
maybe a similar kind of program would be adopted by other 
provinces in order to make it somewhat portable. 


Mr. Coward: Yes, that was their hope. 
Mr. Epp: If it was not, then that raises another problem. 


Mr. Coward: If I might go back to an earlier question, I 
have a further objection to a major increase in the Canada pension 
plan which is simply that it gives the money to the wrong people. 
The people who are in need today are those who have small incomes, 
who will have small pensions or nothing in the Canada pension 
plan. Those are the ones that we need to help. 


If you double the Canada pension plan benefits, it does not 
help somebody who is getting nothing from the plan, and it does 
very little for those who get little. It would give, as we 
mentioned earlier, very large subsidies to those who are at the 
top of the income scale already. 


Mr. Chairman: Of course, pension reform generally would 
not be helping those people, would it? Those who are nearly 
retired or retired. 


Mr. Coward: What we are saying is that you~ should 
concentrate your available resources on GIS and old age security 
improvements, which go to everybody. 


Mr. Chairman: I appreciate they are the mechanisms to 
address that problem of persons who are retired. But what I am 
pointing out is that it is not only the enrichment of the Canada 
pension plan that would have no impact or very little impact on 
those who are retired, or nearly retired. But it is also the 
pension plans in the private sector that may be improved but would 
not have any effect on that same target group. 


Mr. Coward: That is correct. 


Mr. Chairman: So what I am saying is that argument 
applies right across the board. 


Mr. Mackenzie: I hear this argument about targeting in, 
and yet I hear an argument, as I heard a few moments ago, about 
not being concerned with because of the dangers of trying to get 
into any kind of income redistribution schemes. 


Unless I have been misreading the figures I have seen for 
the last few years, one of the problems we have is that certainly 
the bottom 20 per cent--and I believe it applies to the bottom 40 
per cent of our people--have less disposable income now than they 
did X years ago. So our problems do not seem to be because we have 
been redistributing income because we sure as hell have not been 
giving it to the people who need it. 
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Mr. Sprawson: Yes, from that point you need to deal with 
those people. You do not need to adjust the Canada pension plan 
for everybody that is in the work force. You have to deal with 
those people who have already retired and they are in need--and we 
admit there are some--and those people who come up to retirement 
and they have only light attachment to the labour force. The 
mechanism is not the CPP. 


Mr. Mackenzie: The mechanism obviously has not been OAS 
or GIS either, and yet there is, whether we like it or not, a 
welfare connotation to this kind of payment. 


Mr. Chairman: Well, I guess because it is a welfare. 


Mr. Mackenzie: And they have not done the job. of 
redistribution that we are talking about. 


Mr. Peterson: That is a very subjective judgement--what 
is welfare and what is not welfare. There is a lot of stuff today 
that 20 years ago would have been considered welfare, and it is 
just as a matter of right today. There is substantial disagreement 
as to whether GIS is welfare or not. It is not helpful to discuss 
it in those terms, in my judgement. 


Mr. Williams: LL ,Dave ae) UStia Careex OF four questions 
dealing with different aspects of your presentation. 


On the front part of your presentation suggesting there are 
three ways of improving the CPP, I must admit it is not clear in 
my mind as to what formula is actually used to develop the YMPE as 
contrasted with the average industrial wage. Why is it always 
behind the average industrial wage? What formula is used there 
that makes it, in your judgement, inferior and lacking? 


Mr.. »-Coward:.The~.YMPE. has fallen behind ».for, historical 
reasons. It was originally establishea at $5,000, which was not 
too far from the average industrial wage, and was going to rise at 
two per cent per annum. When inflation began to set in, it became 
clear this was an inadequate rate of increase. The YMPE is now 
rising at 12.5 per cent per annum. 


3:10 p.m. 


The provision is that, when it catches up to the average 
industrial wage, or rather to a modified average industrial 
wage--there is a rather complicated formula behind this--it will 
then follow that average industrial wage. We are Supposed to be in 
a catch-up period where it is rising at 12.5 per cent per annum, 
which was thought to be higher than the rate of increase in the 
average industrial wage and was to catch up to that point and then 
go along with the average industrial wage. 


What has happened is inflation has got even higher and is 
now greater than the rate of increase in the YMPE; so it is not 
catching up or only catching up very slowly indeed. We believe we 
should get back to the original purpose of the Canada pension 
plan, which was to provide pensions up to the average industrial 
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wage, based on 25 per cent of your adjusted average. 


MoM NeeLiaus: that F205 "pers" cent? factor’ youz/Pféferartto, 
which was set and determined at the time not taking into account 
inflation to the extent that it has taken over the country, would 
have covered what time period for the catch-up? 


Mrmen GowardmeartTher 2s5igpmer’ centhdisiaduactuably a ime the 
legislation and it was, I believe, about 1973 or 1974 that the 
federal government made that amendment. At that time, it looked as 
if the YMPE would catch up to the average industrial wage by about 
1984 or thereabouts. 


This has not happened because inflation has accelerated. We 
are saying that things have got out of adjustment and we believe 
we should move more rapidly to the ultimate position which, I 
think, nearly everyone believes the Canada pension plan should be 
in. 


Mr. Williams: This 12.5 per cent figure is basically the 
formula that you use, is it? 


Mr. Coward: The 12.5 per cent is written into the law. 
Mr. Williams: Right. 


Mr’. ~‘Coward: * The’’-long-term “‘objective”’ -is® ‘to ®vhave/oythe 
ceiling of the Canada pension plan equal to the average industrial 
wage. We were in a catch-up period. They did not want to jump it 
violently all in one year, although that would have been possible. 


Mr. Williams: Just because it is the earning ceiling 
that is used in the plan, reference is made to the fact it is 
determined, according to the report in the definition section, 
according to a formula baSed on average wage levels. That formula 
is what I really did not understand. 


Mpoa‘Cowardss Pijam) not really sure dntunderstand@it. “It vis 
set out in the actuarial report on the Canada pension plan and it 
is merely that there is a certain time lag, and there is a certain 
average for the previous three years. It means you approximate to 
the average industrial wage. 


Mr. Williams: The second point you address yourselves to 
is that the drop-out years for persons who leave the work force to 
care for young children should be increased so as to be the same 
as in the Quebec pension plan. I was looking at your fact sheet 
here but I do not think I saw the differential there. If it is in 
there, could you elaborate for the purposes of the record just 
what the differential is and try to offer the remedy? 


Mr. Coward: Your pension iS based on average earnings. 
If you have a period of zero earnings, it obviously brings your 
average down. Therefore, there iS a dropout provision which says 
that you may ignore 15 per cent of your years of contributions so 
that, if you had a few years of zero earnings, you can ignore 
them. It helps your average. 
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The proposal that was presented some years ago and which 
Quebec adopted was that additional years could be ignored if one 
of the spouses was not earning because they were at home looking 
after young children. There was no specific--I do not think there 
was a limit on the number of such years. 


Mr. Peterson: Was it not seven? 


Mr. Coward: Maybe it was. There must have been something 
like that. There were additional years that could be ignored if 
you were caring for young children. Quite clearly, this would 
assist the position of women since they are more likely to be the 
ones who give up their jobs to go home and look after the children. 


Mr. Williams: On the fact sheet that you distributed to 
the members, exhibit 69, the first page, comparing the CPP and the 
QPP: A few notable variables are with regard to the death 
benefits, the maximum monthly spouse's pension. Under 65 is 
somewhat enriched for the QPP compared to CPP. On the other hand, 
monthly orphan's pension is substantially less in the QPP formula. 
Do you have any comments on those variances? Can you explain how 
they came about and what your views would be with regard to them? 


Mr. Coward: I suppose it is a difference in philosophy 
between the two branches of authorities. In Quebec, you have a 
bigger benefit if you are a spouse and you do not have children. 
If you have more than, I think, four children, then you find you 
are worse off. The crossover point--I have no rational explanation 
as to why that difference arose. 


There is similarly a difference in disability benefit, as 
you see. You are worse off in Ontario if you are disabled without 
children. You are better off in Ontario if you are disabled with 
four children or more. 


Mr. Sprawsons: We have suggested an improvement in the 
spouse's-- 


Mr. Williams: Yes, that is the third recommendation. 


Coming to one of the other charts displayed during the 
presentation, the net replacement ratios for single pensioners: 
Are you not putting that magical situation where what you would 
describe as a typical private pension is able to remain more of a 
constant across the time frame than you would find with the other 
plans? 


Mr. Coward: Would you _ like to » conmentisnsons that, Mr. 
Sprawson? 


Mr. Sprawson: Il am not sure I heard the question fully. 
Could you repeat it? 


Mriwiw Wicilivamse, « The .char te) discloses» thaty. haccording _.00 
your statistics, the typical private pension plan would remain 
more of a constant as far as the net replacement ratio is 
concerned, with the final salary being the variable. This would 
Still give you a higher yield, as I read the chart. What is the 
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magic formula that permits a much greater constant to apply in the 
private pension situation than with regard to OAS, CPP and GIS, 
which is declining? 


Mr. Sprawson: The private sector plan is usually defined 
in terms of a formula of two per cent final earnings, less all 
benefits from other sources, times years of service. We have 
assumed here 30 years of service of an individual with a two per 
cent final earnings plan. This is basically the benefit that comes 
out from all sources after tax and when one adds in the 
supplemental plan. It is just a function of the net replacement 
ratio, bearing in mind the tax system we have in place. 


Mr ASWidtiams : siWhermbryo ww asaysbits :isimatetypicalmeparténwti a 
pension @ipicture;s thatr@in/ecbtsebfimiaisivcan variable: dfiw youl) are 
Classifying it as a typical-- 


Mr. Sprawson: That's right. All of the numbers_ below 
that top number are not influenced at all by years of service and 
so on. Those are the facts with respect to the income-support 
systems we have in Canada. We thought it would be of interest to 
illustrate what a career civil servant or a career employee would 
expect to receive. Both businesses and civil service have these 
final earnings pension plans, based on approximately two per cent 
final earnings. We thought it would be interesting just to 
illustrate what comes out. 
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Mr. Mackenzie: That would be based on maximum payment 
(inaudible). 


Mr . Sprawson: Maximum payment? That would be based on 30 
years of service and the average of the last three or the last 
five, yes. 


Mr i20Wididiams :ad ‘My wolasteisuquestionm redates’ \towrnthese ysix 
recommendations to which the board took unanimous exception in the 
report. I thought we should perhaps zero in on those, because 
there was no disagreement among any of you in regard to your 
opposition to those particular recommendations, looking on page 
three of your opinion summary of the recommendations. 


Because there iS no question or equivocation from your point 
of view with regard to those six, it might be worth having some 
elaboration on those particular recommendations from the board. I 
wonder if you could assist us in that regard. 


MeeraCowardacanid athinksadtoemightenberrqoodiv if sei«disimply tread 
them, so you know exactly what we are talking about. 


The first one is recommendation 12. The recommendation of 
the royal commission was that assistance to low-income persons 
aged 65 and over should be through money payments where feasible 
rather than through increased services. I think the feeling was we 
would be better to give both services and money. I don't know that 
I can elaborate on that. 
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Mr. Williams: Oh, I see. I assumed perhaps it was one 
rather than the other and you were falling on the other side. 
However, you are suggesting there is no reason why it could not be 
both. 


Mr. Coward: We are suggesting that services as well as 
money would be appropriate. 


Mr. Williams: Okay. 


Mr. Coward: Number 19 is as follows: "The government of 
Ontario should seek amendments to the Income Tax Act to tax back 
at 100 per cent payments of OAS for those persons having a net 
taxable income in the year as defined under the Income Tax Act, of 
$30,000, with suitable notch provisions so that the resulting tax 
backs will not decrease taxable income below $30,000." 


The view of the members of our committee towards this was 
that it was undesirable to have 100 per cent tax back of the 
present OAS. 


Mr. Williams: Were they thinking of something in between 
Or none at all? 


Mr. Coward: The OAS benefit is a uniform, universal 
benefit that goes to everyone right across the country rich and 
poor. I think universal benefits are desirable in many ways. I 
happen to be a One Canada supporter. I believe that the 
high-income people will have paid in taxation, before they retire, 
10, 20, 100 times as much towards the social security system in 
Canada as the others. 


I see no philosophical or practical objection to having a 
universal benefit such as OAS paid to everyone. They will have 
more than 50 per cent tax back in any event. The contribution of 
the higher-income people through their taxes has been vastly more 
than the rest. I do not see that they should be hit at both ends. 


Mr. Peterson: Didn't you say you were in favour--I may 
be’ -confused==<of 150 per céentifgross=up? Jipithinkseyou odidssguSos syou 
want to go halfway there. 


Mr. Coward: We made a proposal in our previous report 
that OAS be amalgamated with GIS or the other way around and that 
with a vastly increased OAS we would have a much higher taxback. 


Mr. Peterson: So that iS your position? No taxback? 


Mr. Coward: We have not discussed that. Quite frankly, I 
took the view that the GIS and OAS are more ae federal 
responsibility and, with all respect to this committee, you will 
find it easier to deal with things that are clearly under 
Ontartro. S= jurssazceLor, 


Mr. Peterson: Our problem, Mr. Coward, is that everybody 
who comes before this committee says we must insist on 
universality, uniformity of legislation. We obviously have to lead 
the’ + way’* anad* thysr'ts robviously * gqoitig “tS “Bet *part-- of" Ene 

















Z3 
federal-provincial negotiations. There is no easy demarcation line. 
Mr. Coward: No, I realize that. 


Mr... Peterson: wust) so tI--cunderstand,; are. .you Saying no 
taxback or are you saying taxback? 


Mr. Chairman: I guess there iS a taxback if you are 
taxable in any event-- 


Mr. Peterson: No. But they are saying 150 per cent 
gross-up, Jim, in the original proposal. 


Mr. Chairman: Yes, but this is in direct response to the 
recommendations of the royal commission. 


Mr. Coward: The January report suggests that a 
guaranteed income supplement be added to OAS and made part of OAS. 
If that were done, I think it is necessary to have a higher 
taxback--maybe 100 per cent at the top--than we have now. 


Mr. Peterson: (Inaudible) of the income tested for the 
combination GIS over there. 


Mr. Edwards: That proposal was made, as Mr. Coward has 
Said, with respect to the OAS and the GIS, and it is something 
that could only be implemented aS a package by the federal 
government. 


Under that proposal, it's true that, if you were in the top 
tax bracket, there would be 100 per cent taxback. That would take 
effect at something over $100,000 and it would be escalating; so 
there would be a very large percentage of tax back at levels lower 
than that. 


I think this most recent review of the royal commission 
report related to a suggestion that this be done under the present 
system without an overall revision of the present system of OAS 
and GIS. 


Mr. Peterson: I have another question. May I have a 
Supplementary, John? It relates to your first question. 


Mr. Williams: Ask your supplementary. 


Mr. Peterson: Everyone in management comes into this 
committee saying we must target our resources. To solve the 
problems of low-income retirees today, we must use the GIS 
basically or OAS and GIS in some combination. Everybody says that. 
Mostly those are the same groups that would probably come in and 
make deputations to the select committee, saying: "The federal 
deficit is too high. Gee, what are you guys doing? You are driving 
uS crazy. You are cauSing inflation and everything else." 


Do you have a view of what the increased level of GIS should 
be in order to solve the problem of the current retiree? And if 
you have a view, have you costed that out as to how much 
additional money is going to come out of the federal Treasury? As 
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I understand it, old age security iS now costing the federal 
Treasury about $6 billion. That is a hell of a high percentage of 
the federal budget of $50 billion or $60 billion. 


Mri-" SprawsonS Mrsiesreterson;, = think we did illustrate 
this afternoon the numbers you are looking for. 


Mr. Peterson: I must have missed them; I am sorry. Can 
you show me? 


Mr. Sprawson: Lf you look at the fact sheet we 
distributed, on the second page we show that in the third quarter 
of 1981--the bottom third of the page--Ontario has a minimum 
guaranteed level of retirement income per single person of 
$5, 753.52, ' per scouplecot:$107847% 


The current poverty level estimated by the Department of 
National Health and Welfare for the national pension conference, 
and supported by Statistics Canada, indicates $5,830 for a single 
pensioner and $8,455 for a married pensioner. 


We concluded from that that, if the target line was that 
poverty level, then we only needed a supplement of $77 a year, or 
$6.50 a month. We are not suggesting that iS appropriate but, if 
that was the target line, that is the amount; and that a couple is 
already over that by $2,300 a year, the difference between $10,847 
and $8,455. 


We are saying that not very much is required to bring it up 
to that level. There was a figure that I think you and I heard 
earlier in the year, that every $100 a month increase in basic 
social security costs $2 billion. 


Mr. Peterson: It is a lot of money. 


Mr. Sprawson: A hundred dollars a month would be $2 
billion out of the federal treasury. 


We could work that out on the basis of $6 a month. 


Mr. Peterson: From your point of view, that is 
Manageable immediately? 


Mr. Williams: Are you satisfied? 
Mr. Peterson: Sure, yes. 


Mr. Williams: Let uS move on to recomendation 55, also 
with OAS, but tying it in with existing private plans. 


Mr. Coward: Recommendation 55 is a very long and 
complicated one that prevents pension plans from integrating in 
the way that they now do with respect to any improvements in old 
age security or in the Canada pension plan, or changes in the YMPE 
after it has reached the average industrial wage, or what is 
called nonproportionate methods of benefit offset integration. 


I believe that our view is simply that was much too sweeping 
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a restriction on pension plans endeavouring to make up from social 
security to what they consider the desirable level. 


A pension plan may not go backwards. If somebody in a 
pension plan has accumulated a pension of, for the sake of 
argument, $500 a month, there is no way that, at the end of next 
year, the pension will be down to $490 a month. 


Mr. Williams: Is that not what the recommendation 
essentially is addressing itself to, to ensure that the existing 
pension plan would not be reduced in benefits by virtue of OAS 
being enriched in some way? 


Mies pCowarncditeNo tiesds iw @meadbb ite) vilsethinko weit, wouddy..go 
further than that and prevent-- 


Mr. Williams: I am looking at (a) in particular, 
prohibition for existing plans reduction in benefits by reference 
to any increase in the level of old age security payments. 


Mr. Coward: Well, Mr. Williams, I think perhaps some of 
us could go along with one or two of these five, but not all of 
them. 


I am not sure, but I presume that if we say "yes" we are 
agreeing to all of them. If we say "no," we may be agreeing with 
one or two and disagreeing with the rest. 


Mr. Williams: I guess what you have singled out is 
subclause (a), is it? 


Mr. Coward: No, I mentioned that merely to identify-- 


Mr. Williams: Do I take it, then , nevertheleSs, your 
committee waS unanimously opposed to all facets of the 
recommendation? 


Mr. Coward: No. To some facets. 
MrigcWill biamsendaseeistivntook «i teto be-- 


Mr. Coward: I personally would be upset at item (c), 
which prohibits what are called nonproportionate methods of 
benefit offset integration. First of all, when you are designing 
Plans, it is sometimes very difficult to say whether you are 
nonproportionate or proportionate. I think that this is unduly 
restrictive. 


At any rate, that was the voting on that one. 


Myre Williams: ft guess probably (a) was the more 
Straightforward of the recommendations and easier to grapple with; 
I just assumed that everyone was opposed to that particular 
subrecommendation in the recommendations. 


So, in fact, there is not total disagreement with regard to 
the complexities of that recommendation in toto? 
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Mr.o 2 Cowardtem Ind can gn0nmliybnspeak faforn}amysel£ nn J46 ido. cnoG 
Gisagree with it in toto, but I certainly disagree with parts of 
fay 


Mr. Williams: It would probably take quite a while to go 
through each one in depth; so I do not suggest you do that. I just 
want to get an understanding of these six in particular that I 
thought you were totally opposed to. 


Mr. Coward: Well, ag and 60 are somewhat’ related. 
Fifty-nine says the Pension Commission of Ontario should designate 
the planned types for each of the permitted funding methods as 
appropriate. Sixty says the Pension Commission of Ontario should 
establish without delay guidelines with a choice of actuarial 
assumptions by the actuary directed to one or two or three things. 


The committee supported recommendation 63, which suggests 
that the Canadian Institute of Actuaries in collaboration with the 
Canadian Institute of Chartered Accountants should try to develop 
reasonable actuarial standards. We supported that. But we did not 
Support the proposition of 59 and 60 which does not refer to 
discussions with the profession. It just says the pension 
commission shall lay down the law on these actuarial matters. 


Mr. Williams: Sixty-three was really a recommendation 
that they should develop information in layman's language that 
would be for disclosure purposes to the employees. 


Mr. Coward: Yes. 


Mr. Williams: But 59 and 60 deal more with the 
limitations or constraints as you see it that would be put on the 
role of the actuaries in developing some of these plans. 


Mr. Coward: Yes. 
Mr. Williams: You feel that would be a retrograde step? 


Mr. Coward: Yes. I feel it would be much better if the 
pension commission in conjunction with the Canadian Institute of 
Actuaries developed suitable guidelines. I think they should not 
Mandate actuarial methods and assumptions. There are unusual 
circumstances when an unusual method is appropriate. 


Mr. Williams: I guess you really answered the next 
question. I know it is outside the two you designate as being 
totally opposed to, but if there were some limitations or 
guidelines established as backup to recommendation 58, do you feel 
those limited choices that are recommended therein would be a 
realistic number of variables to be able to work with? Or would 
that so hamstring the actuaries in determining funding methods 
that it is not a realistic type of limitation to impose? 


Mr. Coward: We were divided on recommendation 58. The 
aggregate funding method is not a bad funding method. It has been 
quite commonly used and is acceptable in the United States. I do 
not think it is quite as bad as it is made out to be. 
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Mr. Williams: Isn't that where they have gotten into 
difficulty more so in the United States than here because I guess 
we have tighter controls? Where too many of the private funds with 
the large companies are getting out of hand because they find they 
are getting into such a large unfunded liability position that it 
is threatening the very financial structure of these companies? 


Because there are unlimited variables that can be used in 
the actuarial process, no one was able to determine what the real 
cost of these programs and the unfunded liability was to these 
companies. It starts to emerge after a period of time, but it is 
too late. 


The program has developed well down the line and it may be 
four or five years before they realize the total of impact of it. 
Without some limited number of guidelines that could be followed 
it might just not contain the situation, I do not know. 


im 33:40 p.m. 


Mr: 3 Coward: The Pension Commission of Ontario has 
provided that in funding methods of this type--in what they call 
frozen initial “liability funding methods) U90f3iwhichsnawhis oss 
one--provided the actuary reveals any experienced deficiency that 
has arisen and determines this according to normal principles, so 
that such experienced deficiency may be paid off over five years, 
if that is what the act requires, this method is acceptable. It is 
acceptable right now. There is the protection that the actuary is 
required to reveal an experienced deficiency if it exists. 


Therefore, DesGoe® notorthink thed outeaghtresban yeis. Btoo 
appropriate. I do not think we are running any great danger with 
allowing this to be used in circumstances where the actuary thinks 
it is Suitable. 


I personally would much prefer to see the Canadian Institute 
of Actuaries establish stronger guidelines than they now have, and 
they have committees that are working in that direction. If we 
compare them with the legal profession or the Canadian Institute 
of Chartered Accountants, they are much older professions and they 
have established their guidelines and their patterns in a way we 
have not had time to do. 


But there were valuation guidelines adopted by the Canadian 
mnstitute “of Actuaries 'for® the “first time “in its hastoryrsthis 
year, and there are committees working to improve them. It is a 
little premature for the pension commission to now impose rigid 
rules on that process. 


Mr. Williams: That is something they should develop 
rather than having it imposed upon them in the fashion suggested 
here. Is that what you mean? 


Mr. Coward: I would like to see this evolve. I have been 
Speaking for myself. I am not sure other members of the committee, 
who are not all actuaries, thought on quite the same lines, but 
this is my interpretation. 
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Mr. Williams: Just this last comment, Mr. Chairman. On 
other days I have expressed my concern to Mr. Bentley and others 
about this. Again coming to the United States, when a giant 
corporation like Chrysler is on the brink of bankruptcy, it 
appears that a large element of the investor lack of confidence in 
them surfaces and is determined to be part of that unfunded 
liability under the pension program as part of the precarious 
position they have put themselves in financially. In such a 
Situation you start to get concerned as to whether or not there 
should be some tighter control. 


That seemed to have developed with very little awareness in 
the earlier days. Maybe to business analysts it was recognized 
earlier on, but the company was carrying such a huge debt load, it 
would obviously affect its-- 


Mr. Coward: Are you referring to the Canadian company? 


Mr. Williams: No. I ama talking mabout ».there Chuysier 
Corporation in the United States. That may be the extreme 
Situation, the manner in which the funding of their pension 
program which developed seemed to help cause that company to get 
into financial difficulty. 


Mr. Coward: The United States did not have any pension 
legislation similar to Ontario's until much more recently, and I 
think the Canadian plant is in better shape than the US one. 


Mr. Williams: Yes. I was just uSing that aS an example 
of my concern. 


My understanding is there are just so many ways in which 
actuarials can develop their funding for the pension plans and, if 
they are using the same facts and figures but taking different 
routes, they can come up with plenty of different situations as 
far as the stability of the fund, cash resources and unfunded 
liability provisions are concerned. That makes me concern myself 
as to whether there should be some limitations put on the various 
funding methods that should be used; that is all. 


Mr. Coward: We would prefer that these be developed by 
the profession rather than imposed by the-- 


Mr. Williams: I believe the actuaries are coming before 
us next week. 


MraacCoward: -eThemitendency, iniSs sines.thatesdinection,..withoue 
any doubt. 


Mr. Williams: Okay. There is just-- 


Mr.«. Coward:..The, dast,.item iwas ethe-,infilationeaitax _credit, 
Because of the cumulative nature of the payments--that is, with 
inflation at 10 per cent per annum, at the end of the first year 
you pay up 10 per cent of the pension (inaudible), and at the end 
of the second year it is 20 per cent, and then 30; if inflation 
stays high, it would grow almost without limit--it seemed to us to 
be completely unworkable after the first few years and far more 
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dangerous than the things it was supposed to cure. 


MoOeew i] beans: @aSorGthatuinisninot yfireally s\realistic sfrom a 
Straight fiscal point of view. 


Mr. Coward: I hope we don't seem too negative, because 
we are in favour of some very positive steps that will help the 
position of women and the position of mobile employees, and will 
make sure that private plans comply with the expectations of the 
employees to a greater extent. Maybe these expectations are 
sometimes not totally reasonable, because employees enter into a 
contract and maybe expect more from it in certain circumstances 
than the words provide. But we are for some very positive actions, 
a number of which this committee could influence and which could 
be enacted without undue delay. 


Mr. Williams: I found it interesting that the committee 
agreed with 111 of the 163 recommendations. That was a very strong 
endorsation of the report in large measure. Because there were so 
few that you totally disagreed with, I thought you must have very 
strong feelings with regard to them. Obviously you did and that is 
why I felt it necessary to get an elaboration on those six points. 


Mrad Mackenzie:= ‘Your. mould, have.}to,.bessquantitative. in 
terms of the recommendations. There might be 100 we don't need 
much, that are already there. We found out with some of them that 
the question was why were they moved as recommendations in the 
first place (inaudible). 


MraswePeternson: PehyshouLldscSayanl think +<thiss’isiyone,~ of«-the 
most constructive briefs we have had, and I appreciate very much 
the way you have laid it out. It correctly addresses the problems 
we have to face. It is far more helpful to me than a number we 
have seen, and I want to thank you for that. I just want to go 
through a few questions I have problems with here. 


You don't seem to believe that a totally portable system is 
possible or reasonable. That being said, I should tell you that a 
number of people say it is quite simple. I am talking of financial 
executives--my head iS spinning with all these people who have 
come in here--but a number of financial groups and managers have 
come here and said it is quite simple, if we pass the law that 
there has to be (inaudible) and they have two or three years to do 
it. There are a few pricing problems or costing problems but they 
are easy to work out. Why is it such a problem from your point of 
view? 


Mr. Coward: Well, if the plans are very different, I 
think you get rather unreasonable results. If somebody is in a 
very low-level, poor pension plan and transfers with 20 years of 
service to another company that has a very rich plan, is that new 
company supposed to make up 20 years of that pension? 


Mr. Peterson: Well, he purchases a benefit, and that is 
part of the free market system. When he goes to the new company, 
he knows that what he is bringing with him is going to purchase so 
much in a new pension plan, and that's his choice. 
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Mr. ‘Coward: ® Wouldn *Sevitvemake Vit tivery sdlibicurercroniea 
company to hire somebody who was working for a company that did 
not have a plan at all? They might have to make up an enormous-- 


Mr. Peterson: (Inaudible) purchase a certain benefit in 
aeplanv: Is<dot notisee® thatvnts -sotariiacubuoithat srssae funcei on "of 
the free market. You hire a person with all the baggage attendant 
thereto, or go to a company Knowing what it is going to give you. 


Mr. Coward: Le legal obligations are imposed on 
employers, that will change the rules of the game, and no doubt in 
due course the free market will establish itself and the person 
who comes without a pension from his previous employer will be 
able to command a much lower pay when he joins the new company. If 
he is a union member, well, you have to pay the same, and I 
suppose he probably won't get the job very easily. 


Mr. Peterson: Possibly. 
Jee UIE Le like 


Mr. Coward: Portability has a number of meanings. I did 
try to talk about it in terms of transferring your number of years 
of service from one employer to another. 


The other way of looking at portability is to say that you 
take with you the amount of pension you earned previously. If this 
were converted into money and transferred into a registered 
retirement savings plan, then you have portability in a true 
sense, but you do not have the feature that your future salary 
increases improve the service with the preceding employer. That 
would turn out to be a very inequitable kind of arrangement if you 
apply it across companies with very different types of pension 
plans. For that matter, if you apply it in reverse and somebody 
belonged to a company with a rich plan and he wants to go to a 
company that has a poor plan, does he lose everything if it has a 
poorer plan? 


Mr. Peterson: First of all-- 


Mr. Coward: StIck to the principle; you are just 
transferring his years of service and the second company has a 
poorer plan. 


Mrsee Peterson: You *yvare ’-Ginaudibie).*"and¥" 7 am Nots®&sosen 
don't want to get into trouble. Maybe 10 years of service in a 
company would buy five years of service in a new company; or 
conversely, five of one would buy 10 in another, depending on the 
valuation. You could put a number on those kinds of things. 


Mr. Coward: I see. Well, that's another-- 


Mr o: Petersons) Itam not-lusaying tit'spra quid" *pretquds Pian 
just saying that if we forced companies to have those kinds of 
transfer-in, transfer-out mechanisms--as long as you cost them in 
the same way you cost them out; nobody is going to get done in the 
middle--maybe the whole system would be self-adjusting to that 
extent and we would not need an arbiter or a pension commission 
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to--we don't need to send Wells Bentley in to give you hell. 


Dbwidomutiewantyctoboversimplify (this, butwyou ares thee first 
people who have raised this objection. Am I right? 


Mr. Coward: If you are talking about somebody who goes 
to another company and he has had 15 years of service but he only 
gets credited with five, I admit that can be done. But I thought 
we were talking about him getting full credit for his previous 
service. 


Mr. Peterson: No, not necessarily. 


Mr. Coward: There are arrangements which you could call 
portability which do not achieve the full result, and I can see 
some of them that could be made workable. 


Mik tmaCkenZi1ed. ei. agot rsnothingu.,out sof) _ thers first]. three 
companies I worked with (inaudible) in one or two cases, I would 
love to have those now, even what I put into them credited in 
terms of a future pension; and I don't. I know there is a 
difference in them. That is one of the questions I had. I think 
Mr. Peterson is right. You are the first people who have 
questioned the idea of some form of ability to carry your benefits 
with you. 


Mr. Coward: May I just make this point? What we have 
endorsed is early vesting and then some form of pension protection 
in the deferred period; that is, if the company can afford to give 
anything. Does that not come to very nearly the same thing? 


Mo30 Peterson: Yes, I will get.to the ‘vesting thing. 
There are various other points that I want to make. 


Mr. Sprawson: I think Laurence has explained why he 
cannot fully endorse portability system guarantees, or benefits 
and all facets of benefits, but it would be possible to have a 
portability system implemented in this province that would work if 
you used the cash-surrender values of accrued benefits and rolled 
them over. But I do not think the private sector could implement 
such a system entirely alone. It would need the assistance of the 
provincial government for those people who attach themselves to 
the labour force for three months here, two months there, six 
weeks here. 


Mr. Peterson: We are here to serve, Barry. 


Mr. Sprawson: That 'S. sught, but the private sector 
cannot do it alone. They would have to have some agency to handle 
those funny situations where there wasn't a succeeding employer 
and so on. 


Mr. Peterson: This brings in the pension commission in 
some role or other. We have had a number of discussions about 
whether their role is quasi-judicial or administrative-regulatory 
Or whatever. 


Thee ivestingy thingts.:In“ gathers. your, formula»,is. age: plus 
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service, 45, minimum one year. Right? 


Mr. Coward: We are rather influenced by Saskatchewan and 
the desirability for uniformity. 


Mr. Peterson: We, of course, expect them to follow us 
when we come up with a report. You Know that, Mr. Coward. 


Mr. Mackenzie: We expect to do much better. 


Mr. Chairman: I hope Hansard records the smiles on your 
faces. 


Mr. Mackenzie: If once in our lives we could beat them, 
I would be happy. 


Mr. Coward: Saskatchewan originally followed Ontario and 
then they got tired of waiting for an improvement in a vesting 
formula, so they decided they just had to go it alone. 


Mr. Mackenzie: Why the 45? Why not a straight five-year 
Or one-year or two-year vesting? It evolved from this whole 
argument of deferred benefits and all that, the adeferred 
compensation argument, and I have a real problem with it. 


Mr. Coward: Well, we have felt it better to have locking 
in going along with vesting to simply tie the thing. It is a bit 
messy if you have a different age and service for vesting and 
locking in. Undoubtedly younger people, particularly young women 
who leave to get married, are not interested in having $25 a month 
payable 30 years from now. j 


From a practical point of view, I think there is less 
interest in pensions for people who are young, and it is really 
scarcely worth preserving those small amounts for very long 
periods of time. 


Philosophically, we favour very early vesting. We don't 
Support the deferred pay principle which implies immediate 
vesting, not to that degree, but we favour much earlier vesting. 
But Ivthink~;from the’: practical point tofaviews is theretaisiynot much 
point in generating very small deferred pensions and particularly 
for people who are going to leave the Canadian work force 
entirely. Maybe they are going to live abroad; maybe it is women 
getting married. 


Mr. Peterson: You could have a $25 a month--something 
like that. 


Mr. “Coward:”~°* That is*"another way ™of<'deabing & withu si t2ecte 
Say any pension below X dollars can be commuted. 


Mr. Peterson: I have a problem with a chap who is 25 and 
Starts to work and starting to raise a family who works for five 
years and moves. He doesn't hit your rule. I have a real problem 
with that one. 


Mr. Coward: Do you think he should have his’ pension 
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preserved? 


Mr. Peterson: I am not sure. I have an open mind about a 
lot of things, but I think he should have a vested right and I 
think it should probably be locked in. 


Mites sCovwand: #iet angdnot squbte |. sonusure.) ) /-would. eo likeceto 
first make sure he has enough money to buy shoes for the children 
and to educate them and that kind of thing. A lot of these 25- or 
30-year-old people with a few children really need pretty well all 
their resources. 


Mr. Peterson: SO you would keep his money for five years 
but when he moves you give it back to him. So he would get a lump 
sum. 


Mr. Mackenzie: Believe it or not, in my riding there are 
women and men at 55, 60 and 65 who have a hell of a job in terms 
of whether or not they can afford to buy a pair of shoes. I can 
take you down to St. Matthew and (inaudible) for the last few 
years trying to get by on a little better than (inaudible) bucks a 
month with rent increases. 


Mr. Peterson: But that doesn't solve the problem. 


Mr. Mackenzie: All I am Saying is there is a necessity 
at another age to buy the same pair of shoes, or whatever you want 
to call it, as a young person. The perception of a young person 
may be a little different in what he wants to put his money into, 
but even that is gradually changing. I am not sure it is the 
majority feeling now but it is something different than it was 
five or 10 years ago. 


Mr «. cSprawson: «You isaid, “Why .age),45?"),15 think» one of the 
problems is that in traditional pension plans, whether they are 
(inaudible) benefit through the union or whether they = are 
(inaudible) plans and so on, there iS an employee contribution in 
the younger years and there is very little employer contribution 
required--usually up to, say, 45 and maybe even higher. So if you 
have immediate vesting and full locking-in and the employee finds 
out the only locking-in would apply to his own contributions, most 
people under 45 have a higher priority for those funds’ than 
leaving them in pensions, and therefore wouldn't want to see the 
locking-in; they would want access to the funds. And there isn't a 
real contribution from the company until maybe a little later on. 


Mr. Peterson: Let me address that problem in practical 
terms and you tell me if I am wrong. A guy is working from 25 to 
30, let us say. He is young, he is married, he is trying to feed 
Pesni.two ekidsisy che 2.is/e@making £contributions’. to "his “pension 
plan--probably a smaller one, but I grant you it is going to go up. 


Presumably he is entitled to his own contributions. He is 
Making his deductions now and the employer is presumably putting 
in something. We will have to address that problem, but let us say 
the employer is putting in something. There is still a deduction. 
Thate ig not Vhelping .him,-buy, shoes )for "his? kids .or .milk for his 
kids when he is 27 years old. What it does do, when he is 30 and 
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terminates and goes to another job, is it gives him a lump sum of 
money which he goes out and buys a stereo set with. 


4 p.m. 


It does not address your daily cash flow problems that Mr. 
Coward was trying to suggest to me. When this guy gets $1,500 
worth of pension benefits back in a lump sum that is not locked 
in--it is pretty tough for you to use the argument he is using 
that to buy milk and shoes for his kids. Mostly it does not work. 


Mr. Coward: He may be unemployed for six months. 


Mr. Peterson: There is unemployment insurance to _ 100k 
after that. 


Mr. Coward: Those who lose their jobs or resign from 
their jobs frequently want some extra cash. Certainly they ask for 
dBi a 


Mr. Peterson: In a lot of those cases they are asking-- 


Mr. Coward: Is the question, how paternalistic the 
Ontario government should become in forcing them to save and 
saying, "It is for your own good and we know that you do not like 
this, but we are doing it for your good 20 or 30 years from now"? 


Mr. Peterson: You are prepared to be paternalistic when 
a guy is 45 but not when he is 32. 


Mr. Sprawson: There” are (inaudible) contributions from 
the company ordinarily. 


Mr. Peterson: There might just be. 


Mr. Sprawson: My experience has been that employees like 
control of those moneys, whether it is to buy a stereo, whether it 
is to put into’ ‘an’ RRSPS" They’ want’ control They mdor not-iwant eto 
leave it with a former employer for 30 years. They want control. 
They want access to it. AS one reaches one's mid-40s, one is more 
concerned about retirement and one sees a real contribution from 
the employer. There would be more acceptance. 


Mr. Coward: Lf? Te=mrgqht= commence, First 96 f Hail, we 
recommend that there should always be company money. That is in 
Our vesting and portability recommendation. The exact age in 
service I am not too concerned about, but I do think one should 
have some regard for people's wishes. I have been to so many 
meetings where the employees say: "It is our money. Why should we 
not be allowed to do what we want with our money and take the 
consequences?" 


Mr. Peterson: I make two points. Number one, I_ think 
historically that has been the case. That is my own experience. 
However, I think there is a change in that attitude. I know of 
more young people--a kid phoned me the other day who is 27 years 
Old who wants to go on at Bell Telephone as opposed to a small 
company where he is a bookkeeper. Why? Because there is a better 
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pension, a better benefit. I do not suggest for a minute that is a 
universal attitude today, but I would suggest to you that is an 
increasing attitude. That is my first point. 


My second point is that--of the problem--we are prepared to 
be paternalistic at certain ages and not at other ages. We all 
have this view of what we think young people want today as opposed 
to what older people want today. It is a murky line. 


Mr. Edwards: Liicl, sn ghtyiecomment>;,c2Mr. Peterson. Liew a 
young person wants to preserve these pensions in those 
circumstances, he can readily put it into an RRSP where it will 
grow over the years till he is 65. 


Mr. Peterson: Not if it is not vested-- 


Mr. Edwards: Taking the example you were putting, he is 
talking about a pension that he will draw 35 or 40 years hence. It 
is a question of degree obviously. We do not necessarily say it 
has to be age 45, but you have to pick a figure somewhere. The 
purpose of requiring--in other words, this is where the state 
steps in and says that you must save for your retirement. 


It seems to us to be more relevant to do that at some age 
which is a little closer to his retirement than when he is 25 or 
30. You could make it from age 16 if you wanted to, but it is also 
really a question of where you draw the line. We think it should 
not be right from the beginning of employment, that it is adequate 
1f you. start at some age which is, in this case, say, 
approximately 20 years from retirement. 


Mr. Peterson: We have asked Wells Bentley about when is 
45 (inaudible), and he may know, but it is usually one of those 
numbers rooted in antiquity that no one knows exactly how the 
(inaudible) but, you know, why that one? It seems to me that the 
shift is going to be down from that. I am open on this, but I tend 
to like more age requirement on the vesting and probably years of 
service and much less than there is now. 


ME. Coward: The figure 45 came about largely EOY 
historical reasons. The tax department had a rule of age 50 and 20 
years of plan membership. The Ontario discussion centred around 
what was a reasonable age that would be accepted. It would have 
been smaller if it was not for the employment of women, nurses and 
so forth. A large number of women were very anxious not to be tied 
in and not to be able to get their contributions back. 


I have been in many of these discussions and I get two 
questions that are rather hard to answer. First, what is a dollar 
going to be worth 30 years from now? Second, what is’ social 
security going to do 30 years from now? If we look back only 20 
years, the only social security we had was $40 a month at the age 
of 70. Now we are talking about $500 and something for a single, 
and the fellows collecting at the age of 65. These are quite 
relevant questions when you are looking 25 or 30 years ahead. 


I think this is one of those questions where you have to 
compromise. In theory, perhaps immediate vesting would be best, if 
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you want to get an easily accepted improvement. I don't think you 
want to bring it right down to age 21 or something that low. So we 
are suggesting a middle solution for now. 


Mr. Peterson: You have talked about mandatory retirement 
age. You suggested at some point--I just want to go back--you say 
you do not want to see the age changed in legislation, but you 
think we should "adopt" legislation that encourages private sector 
employees to take a more flexible view of retirement age. I have 
to agree with that in theory, but I don't understand what kind of 
legislation that would involve. 


Mr. Edwards: Perhaps, on “**the™ other "point, = can¥ yuce 
clarify that it is age plus years of service that would be 45, not 
age alone. 


Mr. Peterson: That doesn't help the 30-year-old. No, the 
mandatory retirement age. 


Mr. Edwards: Oh, yes. 


Mr. Peterson: You want legislation to encourage private 
sector employers to take a more flexible view. 


Mr. Edwards: I guess we would have to confess that we 
did not go into that in any great depth. I think, for example, you 
would not want to have an old age security system that would, in 
effect, provide a disincentive to continuing to work past 65. We 
suggested that the public service might adopt flexible retirement 
policy with respect to age of retirement. 


Mr. Peterson: Would that be by mutual consent or the 
employee's option or--? 


Mr. Edwards: I think in our longer paper we suggested 
the matter should come up for review at a certain age, probably 
65, and that any continuance of employment be subject to a mutual 
agreement from time to time after that. 


Mr. Peterson: We are trying to develop a system to keep 
Wells Bentley around here, you see. 


Mr. Edwards: I would hope that might work. 


Mr. Peterson: But no particular--just set the example, 
is what you are saying. 


Mr. Edwards: That's Light. We suggested governments 
might do that. I know certainly of some employers who have a 
flexible retirement policy where they do by mutual agreement of 
the employer and employee extend employment on a year to year 
basis or some other basis. I guess, without going into detail, we 
just think if there is legislation that provides a disincentive to 
that, ltishouldgbe Baxed up. 


4510.0<6ms 


Mre «Peterson: “I ‘want’ ©:to - talk’ to re “Coward “about? -eue 
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indexation. I gather you are one of the proponents of the excess 
interest group. I have heard it explained to me about eight times 
and I do not exactly understand it, but I am grappling with it. 


Do you believe, Mr. Coward, that we should legislate some 
sort of augmentation program or something as a minimum standard 
for protection against inflation? 


Mr. Coward: I am here speaking for the Board of Trade of 
Metropolitan Toronto which is opposed to legislation on indexing. 
Personally, I am not adamant on the subject. I simply think that, 
if we had any legislation, it should be based on the excess 
interest earnings principle which is discussed at great length in 
the Lazar report, aS you know, and Professor Pesando of the 
University of Toronto has written some excellent papers on this 
subject. 


I personally take the position that, if we impose any kind 
of indexing, it is much more reasonable to do it on that basis 
than to provide for a specific external index to be used 
regardless of how your fund is doing. The board of trade does not 
favour legislation. 


Mus wePeterson: pels .am,»talking,«' to, you.,.,inan your. personal 
Capacity now. Forget the board of trade for now. The board of 
trade does say the difference between current interest rates and 
realistic rates of return is just four per cent. Is that the 
formula they would use if they were hit by legislation? 


Mr. Coward: I think that is a very reasonable thing to 
do. It is a system that iS working well with a few employers who 
have tried it. A well-known one is the Toronto Transit Commission, 
which indexes on this basis. I think they are using 4.5 per cent, 
and they have had it in force with great satisfaction for some 


| years. 


Mr. Peterson: How long has that plan been going? Is that 
just a function of the high interest rate scene, or is that 
pre-high interest rate scene? Is that 10 to one constant? 


Mr. Coward: This has been in effect with that company 
for, I think, seven years. The current rate of interest earned by 
the fund which is calculated in a certain specified manner is 
between 10 and 11 per cent, so the increase that was made at the 
beginning of this year was in excess of six per cent on all 
pensions. It is rising very steadily and will continue to do so 
for some time because it is an average yield of the fund over the 
last few years. 


Mr. Peterson: It may come down, but at least things are-- 


Mr. Mackenzie: Is there a specific reason briefly why 
the board of trade's position is definitely against indexing? 


Mr. Coward: I think employers feel there would be no 
limit to the amount of indexing they would be required to provide 
if one started. They are adamantly opposed to this form of 
indexing. 
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I would like to point out that, when inflation first hit us 
in the early 1970s, it did not lead to surpluses in pension funds. 
It led to very large losses. The salaries went up first and the 
price of the bonds and other securities dropped. 


On the one hand, you had liabilities going up because 
Salaries were higher and the value of the assets dropped 20 per 
cent. That put them in a very serious situation. A little later 
on, as there was more new money in the funds, there genuinely was 
interest profit. In other words, on the investment side there was 
surplus. 


But a great many companies spent that surplus by improving 
the initial level of benefits by giving way on survivor benefits 
and other improvements. Employers by and large feel they have 
already given the employees the surplus in advance. They have 
improved the initial level of pensions and they don't bother to 
spend for another purpose. 


You can argue, of course, that this is not really the case, 
but this is the view many of them take. In many cases, they did 
improve the plans very much when the surplus arose on the argument 
that the pensions might be on the high side when they started, 
that they would come down and be reasonable later on, coupled 
perhaps with a thought in their minds that, as people get older, 
they gradually require a little less to maintain a decent standard. 


So these are the facts: The initial rate of inflation put 
pension plans in a serious financial position. Then when they came 
out and began to improve, because of the high-interest earnings, 
those surpluses were largely spent. I have a good deal of sympathy 
with the employers' point of view. They do not want to be forced 
into a particular level of indexation. 


The point I am making is that the workable arrangement, if 
the decision comes that we must have legislation, is to base it on 
interest earnings above a certain level. 


Mr. Peterson: What about the corresponding argument that 
it would force fund managers to be less aggressive to cover their 
backSsides? Do you accept that? 


Mr. Coward: I don't think so, because we are really 
talking about using interest on the pensions portion of the 
reserve. The fund has $100 million, of which $25 million is for 
pensioners and $75 million for active employees. In effect, you 
are uSing the excess interest on the pensioners' $25 million; the 
excess interest on the balance will be for the benefit of the fund. 


I do not frankly think it would make the least difference to 
the attitude of managers. Very often they have got money in the 
can and they know that a higher investment return will do the fund 
good in the long run. 


Mr. Sprawson: Could I just make a small point there? I 
wear two hats, I guess. I sit on the pension commission as well. 
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Mr. Peterson: Are you coming back to see uS again, Mr. 
Sprawson? 


Mr. Sprawson: I don't know; maybe. Just talking in terms 
of the board of trade: The board of trade has said there should 
not be any mandatory indexing of pensions, and we will support 
that. But we do have a strange situation at the moment where it is 
possible to get a rate of return way in excess of inflation. So 
there are some excess earnings being made. 


There is a mechanism needed to ensure that excess interest, 
that real rate of interest, is not used simply to reduce the cost 
of the active employees. Those funds that are earned--the excess 
interest earnings in this period where we have a real rate of 
return--should be used for the benefit of pensioners. Most 
employers do that, but some do not. That is something that can be 
addressed in the regulations. 


Mr. Peterson: We could legislate Giidit. in your 
judgement, would it be a major problem to draft that regulation? 


Mine oeCnc ley. C. wOoulduebe, “ar major problem “in, determining 
the base rate on all the other things, yes. But it is entirely 
ConceiVablenmt can “beset by znegulation. sIn»fact, it. is. being 
looked at seriously. 


Mr sprawson: But) that does not call,s for.9 mandatory 
indexing by doing that. All you are doing iS ensuring that the 
people who are entitled to the funds-- 


Mr. Peterson: If you have a good fund manager, you would 
Gerri teen t wyou don itjyou. dont. 


Mr. Edwards: It may be connected with our opposition to 
mandatory pension plans. In other words, if you don't have a 
mandatory pension plan, it would not seem consistent to require 
mandatory indexing where you have one. 


At this point we have said we will come out in principle in 
favour of this modified type of indexing, but we have pointed 
But==1t 1s0n page .52)-0f our longer .brief--that, <itijthis type of 
program were to be introduced, employee and employer contributions 
would have to be increased or, in some cases, starting benefit 
levels would have to be reduced. 


The position of many employers has been they understand and 
agree with the concept of indexing but they just cannot afford it. 
They cannot undertake that type of long-term commitment. To keep 
within the same cost context, you would presumably have to change 
your starting levels, in many cases at least, in order. to 
accommodate the subsequent index. This would be very difficult to 
do on a basis that would be satisfactory in all situations. We do 
agree with this in principle. It may be that some method will be 
evolved in legislation eventually, but we do think it's premature 
et this time. 


AU ee 
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Mr. Mackenzie: I'd like just for to moment to get your 
attitude to more employee or worker participation in plans. 


Mr. Coward: On the management committees and so on? I 
think we were divided in our opinions on that. I think there 
should be employee representation on the pension committee that 
administers if it is a contributory plan. I am not so sure in the 
case of a noncontributory plan that is unilaterally put in by the 
employer. 


Mr’. Mackenzie: That “¢then Ofistra mtotalomregectionsiot the 
deferred earnings principle in a contributory plan. It is still in 
many cases negotiated where they have a union. 


Mr. Coward: I do not see that is a total rejection. 


Mr. Mackenzie: Well, if it's your money, why shouldn't 
you have some participation or say in it? 


Mr. Coward: What is it you want the employees to do? To 
select the investment policy or--? 


Mr. Mackenzie: They can hire expertise as well as_ the 
company can. I know it is a point you get an argument about in 
negotiations, a very strong argument. 


Mr. Coward: No. 


Mr. Edwards: We have no objection to that being 
negotiated in an agreement or being introduced by an employer, but 
we do not think it should be mandated. We think under our present 
economic osystemveit iscota’ matter . that’ sishould Mbetilerirm tomiae 
individual discretion of the employer and, where there is a union, 
to negotiations between the employer and the union. 


Mr. Chairman: Further questions? Well, thanks very much, 
gentlemen, you have been of immense help to the committee this 
afternoon. I think we have probably derived a lot from the 
questions asked and the interest generated. We appreciate your 
appearance and the time you have given to come before us today. 


The committee stands adjourned until 10 o'clock Tuesday 
morning. 


The committee adjourned at 4:25 p.m. 
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LEGISLATURE OF ONTARIO 
SELECT COMMITTEE ON PENSIONS 
Thursday, August 27, 1981 
The committee met at 10:08 a.m. in room No. 151. 


ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
(continued) 


Mr. Chairman: Gentlemen, I see a quorum. I was just 
going to read the exhibits. 


Mr. Peterson: Could I bring up a small point? 
Mr. Chairman: Go ahead. 


MEGPer eter'sonsk? lt ishva ‘Spointivabouts Hansard. *1I- jam+.under 
the impression that we get 45 copies of Hansard at the disposal of 
the clerk. I am getting certain requests from people for copies of 
Hansard. I would ask you to send a letter to Hansard asking for 60 
or 70 copies, whatever the clerk thinks iS appropriate, so that I 
can send these out to certain people who are interested in these 
deliberations. It seems to me that it would be no more problem to 
make 60 than 45. 


MreaseChairmans D2 9¢wouldld®“be ) thappy'© to#"look.! into <éthat “with 
the clerk and with Hansard. 


Mr. Peterson: Would you mind? 

Mr. Chairman: It may be that if any members’ have 
requests for copies of Hansard that the clerk's office could 
service those requests. That would simplify it. 


Mr. Peterson: Would you like a quick motion so you can 
write to Hansard? 


Mr. Chairman: I do not think a motion is necessary. 


Mr. Peterson: Apparently they get nasty about’ these 
things. : 


Mr. Brandt: You could charge aie directly EO Mr. 
Peterson's account, Mr. Chairman. 


Mis Peterson: You asked me to cover the deficit 
yesterday, which I did. What more do you want? 


Mr. Brandt: I thought we had worked out an arrangement 
that you were going to buy dinner. 


Mr. Gillies: We are still waiting for the dinner. 


Mr. Brandt: If you cannot make it, those of uS who were 
not able to be with you would accept cash in lieu thereof. 


2 
Mr. Mackenzie: Liberal-Tory coalition. 
Mr. Peterson: I heard you do things like that. 


Mra Brandt: . Yess WYouw finally) caught? son geto sus. (Cice vousc 
Now that you know how the game is worked we hope you will organize 
yourself in a similar fashion. 


Mr. «Chairman: (Lfi.aiD. could (repeat, myseli, ~ thesmscterk ers 
sending out copies of Hansard to those who request it. I was not 
aware of any shortage. If members would like to contact the clerk 
with any request that they have, I am sure they can be sent out. 
Us. that iall rights: 


Mr. .Peterson: The point is |) that stapparently nro Was) suse 
talking to Graham. He has asked for them but they will not give us 
more than 45. So my suggestion to you is to write Hansard as 
chairman of the committee and say we want more copies in the 
clerk's hands so that I can get more copies to send out to people 
who are interested through me or the other members of the 
committee. It is that simple. We will require a letter from you. I 
said that if you want a Supporting motion, fine. 


Mr. Chainman: Let us Took: into 1t. All night? 


Since the last day exhibit 80 has been added to your file. 
That is the submission from the Canadian Institute of Actuaries. 
Exhibit 81 is the submission of the Canadian Institute of 
Actuaries to the Canadian Pension Conference. Exhibit 82 is the 
submission of the Social Planning Council of Metropolitan Toronto. 
Exhibit 83 is the submission from the Ontario Advisory Council on 
Senior Citizens, Comments on the Report of the Royal Commission on 
the Status of Pensions in Ontario, dated July 31, 1981. 


We are fortunate this morning in having with us a delegation 
from the Trust Companies Association of Canada. Those appearing 
are E. Donald L. Miller, vice president of corporate affairs of 
the Canada Trust Company; Douglas E. Wannamaker, assistant vice 
president of pension trust services with the Canada Trust Company; 
William H. Whitelock, senior consultant, H. O. pension services of 
the Montreal Trust Company; and Paul F. Lewis, senior pension 
consultant of the Royal Trust Corporation of Canada. 


Gentlemen, would you care to come forward to the microphones 
and indicate how you wish to make your submission? I gather you 
have an opening statement that you want to make. I hope you do not 
mind some questions later. 


Mr. D. Miller: Mr. Chairman, the opening statement will 
be quite brief. We will be happy to field questions afterwards. 


Mr. Chairman: Will you please sit down. 


Mrs: D. ‘Milder: Thank s:vow. Mire} Chairman, smembersisor -otue 
select committee, the Trust Companies Association of Canada is 
pleased to have this opportunity to present its views to your 
select committee. 
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We note that the terms of reference for your committee 
direct you to inquire into and review the recommendations of the 
report of the Royal Commission on the Status of Pensions in 
Ontario. This is good because any broader mandate would merely 
have prolonged the decision-making process leading to effective 
legislation. 


Much has been spoken and much has been written over the past 
few years about pension reform. All constituencies have had an 
opportunity to be heard by now. Our industry approaches’ the 
subject from two perspectives: as an employer of over 25,000 
people and as the trustee for over $40 billion of pension plans, 
retirement savings plans and other deferred income plans. In our 
intermediary function there is an additional pool of funds of 
about $40 billion. 


These financial responsibilities require us to focus much 
attention on the future capital needs of the country. Investment 
to achieve energy self-sufficiency, to maintain modern world 
competitive manufacturing plant, to develop the high technology 
facilities of which Canadians are capable, all of these things 
will strain the pool of national savings. Retirement savings make 
up a Significant portion of that pool. 


Thus, we have been heartened by the commission's rejection 
of any expansion of the Canada pension plan. The private sector 
financial institutions can more evenhandedly and expertly channel 
these savings through the capital market to meet our capital 
requirements. 


The commission has addressed the critical question of 
coverage. It recognizes that it has to be mandated and yet 
proposes a flexible system whereby the employee has a choice of 
financial intermediaries. 


Job mobility has become a way of life in our society. It is 
the exception rather than the rule today when an employee stays 


with one employer for his or her entire work life. Thus, the 





commission has -= made recommendations respecting portability, 


earlier vesting and locking in. It is realistic in its recognition 
of the added cost of thus improving pensions but, as these costs 
are more clearly delineated, a phaSing-in period could well be 


| required. 


With respect to portability and in those instances where an 
employee's benefits cannot be transferred to his new employer's 
plan, we strongly support recommendation 50. There already exists 
a comprehensive and flexible system for individual retirement 
Savings plans, and these could be qualified to provide for locking 
in. This is surely the most efficient way to handle portability 


with a locking-in feature. Recognizing that there is this system 


which can be adapted for the mandatory plan and for portability, 
we have to question the need for the central pension agency acting 
as an investment medium. 


The commission devoted much time to employee pension plans 
in the Ontario public sector. We are heartened by the general 
principles which they laid out, particularly that these plans 
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should be designed to achieve parity with the private sector plans 
and no more. From the report it would seem that they have grown, 
like Topsy, without clear direction and, in the commission's view, 
with a lack of proper cost control. 


Quite rightly, the commission has singled out inflation as a 
special retirement concern. In seeking the solution, the 
commission quite rightly refuses to mandate indexation for the 
private sector. It proposes instead that there be an inflation tax 
credit, and some such device is certainly what we would favour. 


Government, lacking the fiscal discipline that applies to an 
individual or to a business, has sought to achieve socially 
desirable goals without recognition that you can't take out of an 
economy more than the economy produces. In this respect, Canada is 
not different to many of the other industrialized nations of the 
western world. Unfortunately, as with all of them, it has resulted 
in an economic climate which fosters inflation. 


The problem with indexation, the problem with any scheme to 
ameliorate the effects of inflation, is twofold. It decreases the 
will’ tto*fightcinflationsanddit tailsttororasp that @f£7intiation fea 
not fought, the result will be hyperinflation and ultimately 
economic collapse. It may be easy enought to develop formulae to 
index “£or inflation”or P20“ per cent, ~15" pér*'cents/orew0, mer! cent, 
but what happens if, as in ISrael or Brazil, the rate of inflation 
starts exceeding 100 per cent per annum. I'm sorry we cannot offer 
any easy solutions. 


10:20 a.m. 


To finish, I would like to highlight two of the general 

principles enunciated by the commission: that retirement income is 

a combined responsibility of the individual and the government, 

with the government enSuring a minimum level of income and the 

individual such higher level as he may desire; and, secondly, that 
there must be improved communication not only by the employer to © 
the employee but also by government to the people in order that © 
there can be an appreciation of the costs involved. | 
| 


I am not a pension specialist, but with me today are Doug 
Wannamaker of Canada Trust, Bill Whitelock of Montreal Trust and 
Paul Lewis of Royal Trust, whose knowledge of the subject is much 
greater than mine. Between uS we will try to answer any questions 
you may have. | 

. 


I would like to add one personal note before turning it over . 
to questioning, and that is that over the years I have read the © 
reports of many royal commissions and task forces, and in fact I 
have been on a federal task force myself. Rarely have I seen a 
report that has appealed to me personally as much as this one in 
terms of the practical way that it has looked at a very difficult 
problem. 









I certainly would thank the Haley commission for a job well 
done, and I suspect that my colleagues would do so as well. 


Mr. Chairman: Thanks very much, Mr. Miller. We already 
have members indicating that they wish to ask questions. Mr. 
Srulies is first. 













































Mr. Gillies: Thank you. MrSoIMilver pr Tttwoulde likevzto:r zero 
in on a few of the points you raised and raise some other points 
that we have had brought before us during the last couple of weeks. 


We have heard some very severe criticism in this committee 


of the private pension industry in two areas primarily. One is its 


investment policies, which have been cited by many in here as too 


conservative. There is some feeling that private pension funds are 
moringing= in~ less-than-adequate rates of return, "soi /I* would oput 


that to you as one question. 


The other one, and perhaps more important, iS coverage. We 


| have been led to understand that about 54 per cent of our people 
are covered in any kind of private pension plan. We know from 


information brought to us by certain groups that the people 
covered in larger pension plans with the larger companies are 
probably in the upper levels of income for working people. They 
probably have other sources of income. About 60 per cent have 
investment income of another kind. They have rental income. About 


10 per cent of them have other employment income after retirement, 
and this sort of thing. 


We don't really see them as our problem area. We're very 


concerned in this committee--I think we come at it from different 
points of view, but we are very concerned--about the people with 
lower levels of income who may be working for smaller businesses 
_and who are not currently covered by any sort of pension scheme. 
meecause of the ravages of “inflation, we are trying to determine 
how they might best be served when they reach their retirement 
years. 


I wonder if you might offer us a few thoughts on that area 
specifically. I think there is some feeling in the committee that 
for those covered now under the large pension plans the status quo 


is working. We are worried about some of the other people. 


Mr. D. Miller: I will answer your first question myself 


| first because I have come up through the investment ranks in our 
company, and anybody who says that private pension plans 
administered by trust companies, by life insurance companies, are 


too conservative just is expressing a very uninformed opinion. 


Philosophically, there has been a problem over the years in 
developing a broad policy as to how much you put into equity and 


how much you put into fixed income. The reason this has been a 


difficult decision to make is that the stock market has gone up 


and then it has gone down. The trouble generally is that whenever 


the market is up everybody wants to buy stocks; when the market is 
down nobody wants to buy them. 


In most private pension plans, while there may not be actual 
marection=\trom “the ’sclient; *2the. 9 ’company® (whose! |«splan «t) s«cis, 
nevertheless tends to exert a degree of influence on the trustees. 


‘Quite often that influence has prevented us from buying stocks 
when markets have been low and has pushed us into increasing the 


equity content of a plan when markets have been high. But there 
certainly should be no criticism that private pension plans have 
not provided equity capital for the Canadian manufacturing 
industry, Canadian merchandising and the resorts industry. 
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I think that basically answers your first question. I would 
like to turn the second question over to Mr. Lewis. 


Mr. Lewis: There are some who wonder why private 
industry is criticized for having failed when in fact you said it 
is working and others have said it is working for those who are 
covered by a pension plan. Surely we must say that private 
industry has succeeded. The criticism lies in the fact that there 
has to be a way to encourage it to expand. There should not be a 
discouragement; we shouldn't throw away the baby with the bath 
water. I say that if we were to expand private industry, then more 
people would be able to receive the retirement incomes that people 
currently in private pension plans are receiving. 


Mr. Gillies: I don't necessarily disagree with you. Some 
would say that the other side of this coin is to ask why private 
industry hasn't moved into that area without mandating. 


Mr. D. Miller: I will answer that question. I would say 
there really is no central private industry as the trust companies 
are involved. The trust companies are primarily managers of money 
that comes from pension plans set up by employers. We don't set 
the terms of the plan; the employers do. I think it's that simple. 


Mr. Lewis: Our brief does stress that we feel there 
should be an expansion or a mandating of something Similar to the 
PURS system. We feel that this would bring the coverage you are 
talking about. There has been some reticence in expanding. If we 
take a look at the statistics, we have seen that pension plans are 
increaSing; they are expanding. 


Mr. sGillies:; Okay... On the .PURS.»program,,.if, Fl -mightesnguse 
zero in on that for a moment, I think one of the key questions 
that we would face if we were to adopt some plan based on PURS is 
the question of compulsory versus noncompulsory. Again, we get the 
impression from some of the groups we have had in here that 
because of the pressures already existing on low-income people and 
On marginal businesses, et cetera, the only way we would get 
participation is to have some sort of compulsory scheme. I wonder 
if you might comment on that. 


Mr. Wannamaker: I think that's a fair statement in that 
pension plans generally tend to cover employees of larger 
corporations. When we talk about the lack of coverage or say that 
only 50 per cent of the work force is covered I guess the question 
that comes to my mind is whether there has been an analysis of the 
characteristics of those people who are not now covered under 
pension plans. I expect that even with the larger corporations 
there is a large element of employees under the age of 25 who 
would not be captured in existing pension plans. 


As well, when you get into the small or medium-sized 
companies I believe that the voluntary introduction of a plan is 
likely to be much more difficult for some of those companies to 
endure because of the costs of operating and so on. I think that 
has been pointed out to some degree by the small businessmen's 
association. But I think the trust industry, the insurance 
industry or others have tended over the years to sell small 
pension plans to small employers, maybe through savings plans, 
deferred profit-sharing plans or things of that nature. 








However, to some degree, I think there has been 
reluctance--and maybe rightly so--on the part of some employers to 
introduce plans primarily because of the cost. I guess we are 
saying that some minimum plan that is mandated will pick up, first 
of all, the lack of coverage we now experience and, second, 
something realistic that hopefully will not take away a large 
amount of cash from what you call the lower wage earners. I think 
that is the approach we have taken in terms of our view of the 
royal commission report. 


10:30 a.m. 


Mr. wiGlllies:en.0ne.. tinal ..guestion..if J...may,.,.then, Mr. 
Chairman. 


Mrian McClelian: « Coutd ,Jdvw-justi.ask 7a, supplementary: I,"-am 
unclear about what you are saying. If I understand what you are 
saying--and I may be paraphrasing--you do not have any concerns 
about imposing the cost burden.on sectors of business and industry 
that heretofore have been unwilling to go into private pension 
arrangements on a voluntary basis. 


MrevaWannamakers Jsethink«.that..}.cost;is. imminent...I.. think 
it is going to come regardless. If I had a small business, I might 
think the same way because I can see the added cost which is going 
to reduce my profitability downward. 


Mr. McClellan: Can you give a bottom line on what the 
Minimum imposed cost ought to be in your view? 


Mr. Wannamaker: I am not sure I can give a bottom line 
other than to suggest the recommendations put forward in the royal 
commission report relative to contribution levels. To me, those 


levels seem quite reasonable. 


Mr. McClellan: In the order of what per cent of payroll? 


Mr. Wannamaker: Two per cent graduated depending on age. 
There again, obviously it would impact according to salary. It 
could be graduated according to salary or have some relationship 


| to the AIW. 


Mr. McClellan: Thank you. That is helpful. 


Mr. Peterson: As I recall--and I may be wrong here--you 


are the only management or financial group that has come before 


this committee suggesting the mandatory PURS system. Everyone else 
has said it should be voluntary. My recollection may be faulty but 


I think I am right on that. Most people do not like PURS for a 
| variety of different reasons, but the mandatory nature of it has 
been severely criticized by most financial and management groups. 


| 
| 





Mr. Chairman: And labour. 


Mr. Peterson: Well, okay. They want to come at the same 
thing in a different way. They want mandatory legislation; they 
want mandatory coverage. You are asking for mandatory coverage. 
What is your assessment of the extent of the coverage problem? Mr. 
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Gillies just mentioned to you that the number used is only 50 per 
cent or 40 per cent covered by private pension arrangements. A 
number of groups have come to us and said that is not correct. 
Depending on what you add in, the house, the farm, the small 
business, RRSPs or whatever else you want to calculate in as part 
of one's retirement program, the coverage problem is probably in 
the order of 20 or 25 per cent as opposed to 50 per cent. What is 
your assessment of that? 


Mr. Wannamaker : Whether those figures are reasonably 
accurate? 


Mr. Peterson: What iS your assessment? How big is the 
problem? You were just saying that you feel we should do a profile 
of those people who are not being covered today, and you may be 
right, but how big is the problem? You handle people's retirement 
plans. 


Mr. Wannamaker: Yes, as Don has indicated, we handle a 
large segment of pension plans across the country. For example, we 
have something in excess of 600 small businesses that have 
deferred profit-sharing plans with us. It is a money purchase 
arrangement, if you will. Contributions are related to profits. I 
think a number of those corporations are quite willing to get into 
that kind of small plan arrangement. It is easy to understand. The 
cost is known. 


Mr. Peterson: I understand that, but what is the extent 
of the coverage problem? That is my question. 


Mr. Wannamaker: I am not sure I can answer your question 
on the basis of the reports we and everyone else have read. I do 
not think the coverage problem is as severe aS we are led to 
believe. Having made that statement, I have no hard facts to 
supportlit. 


Mrs ‘PetersonsicAs cynic would ?'say, "looking "at? your =brier, 
that you would like the PURS system because look at all the extra 
money you will have to manage. The PURS system is a trust 
company's dream. 


Mr. Lewis: For insurance companies, banks and _ others 
too. We are not just feathering our own bed. 


Mr. Peterson: Well, financial institutions. 


Mrs“ Lewiss?° "Butter! bcthinikoone SQyourt takers Glookairategtihe 
Statistics Canada releases that have come out from Health and 
Welfare recently, they have done a comparison of the incomes of 
the elderly. They show that on the incomes of the elderly that are 
in the lowest end, these individuals were not covered by pension 
plans. Those who are better off in their retirement have been 
covered by pension plans. I think we can take that statistic as an 
indication that any individual who is covered by a pension plan 
has greater retirement income security. It is for that reason we 
feel that we must have some sort of system to guarantee an 
individual will have retirement income. 











We would like to see it as, not a compulsory system, but 
certain individuals--like the adage of the grasshopper and the 
ant--will not save for their retirement and they will depend upon 
society at the end or they are not in a bargaining position where 
they can negotiate a pension plan. 


Mr. Mackenzie: Or they simply can't afford them. 


Mr. Chairman: I am wondering if we are wandering in 
terms of our supplementaries. Mr. Gillies had asked the main 
question. 


Mr. Epp: I have a supplementary too. 


Mo. dat Dalpmantnacokay s Lots VOU, &iwant-. to S2oarrvaesOn. swith 
Ssupplementaries, we do have a list. 


Mr. Gillies: I just have one question. 


Mr. Chairman: If you would not mind because we must move 
along. 


Mr. Gillies: Sure. Page 2, I think, contains a very key 
point. In brief, gentlemen, you feel very strongly that the Canada 
pension plan should not be expanded, that the private industry can 
deal more equitably and even-handedly with the problem. I think 
there are some of us who may agree with that, although I certainly 
have not formulated a final position on that myself. 


One of the criticisms we would hear from our friends who are 
definitely pro-CPPers is that--and I won't name them because I do 
not like giving them publicity, but for the record-- 


Mr. McClellan: We are the only ones in this committee 
who have a position. 


Mr. Mackenzie: The rest of us are still waiting for the 
word to come down. 


Inter jections. 


Mr. Chairman: I hope what you mean by that iS everyone 
has an open mind. 


MrieeGillies:, drThe> questionje:d-ywouldreputs to! youseSinesthat 
regard, gentlemen, is that if we go for some sort of PURS option 
it is going to reguire 47 years to mature. Presumably, if there 
were an increase in Canada pension plan pay-out, then it could be 
fairly immediate. I think there is a philosophical argument behind 
Enase wnich )ds<wouldsilikej you'~to,/.expand: on. a. bit... How would you 
respond to that criticism? 


Mr. Lewis: I would ask where you are going to get the 
money to expand the payments immediately out of the Canada pension 
plan? It would have to come from somewhere. It could be increased 
cost to everyone or whatever. This money will flow to everybody-- 


10 


the increase to the Canada pension plan--because the Canada 
pension plan is a regressive tax. If we increase the amount of 
coverage under the Canada pension plan by increasing the cap, it 
is going to be going to the people who are earning more money now. 


We propose the PURS system because it keeps it in the 
private sector. We also propose it because--I sort of lost my 
thought on that--if we have it in the private sector it will 
increase the investment that is available in the economy. If we 
take it out of the Canada pension plan now, it will decrease the 
investment that is available in the economy. We are still a young 
country. We need the investment in manufacturing and energy 
resources. I cannot see where the money iS going to come from. 


Mr. oeGilliess: , Couldgtyoul clarity: ethaeetone Bipointe for “ine 
because I think you hit on a very key point? The Toronto Star and 
others aSide, the CPP is a regressive tax. 


Mr. McClellan: But that can be changed, as you well know. 
Mr. Gillies: But as it stands-- 


Mr. McClellan: Let's not keep dragging all kinds of red 
herrings across. 


Mr. Gillies: That was no red herring. 


Mr. Peterson: That was no red herring. It's a hell of a 
good point. 


Mr. Lewis: We suggest that what we should do is maintain 
the idea of an income-tested, a means-tested, guaranteed income 
supplement or the Gains. That way it will only go to those who 
need it. If you increase the Canada pension plan, the millionaires 
will also receive the Canada pension plan moneys. 


if there is a means-tested program, the individual who has 
saved on his own, who does not really require the money, will not 
be getting the money. We feel that way it would not be regressive. 


Mr. Mackenzie: I have a supplementary on that. 
Mr. Gillies: Yes, I am finished, thanks. 


10:40 a.m. 


\ 


Mr. Mackenzie: Since you” “are “in” favour” “of” the “PUR 
program, apart from the fact that it leaves it in the private 
sector, is there an acceptance on your part that there is a need 
for some improvement in the basic pensions for a lot of people, 
and that is one of the vehicles? Or is it simply a defence 
mechanism against the CPP being increased? 


I am looking at the fact that 53 per cent of the people that 
are on retirement today need Gains and GIS to make ends meet. 
Fifty-three per cent of them are collecting it, so there is 
obviously a serious problem. Regardless of what people argue over 
the coverage and the adequacy, there are people who desperately 
need some additional assistance. 
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I notice you make a point that the government has a 
responsibility in terms of basic minimums. What kind of an 
increase do you see as necessary in the basic minimum? Is your 
support of PURS simply the best way to do it to keep it in the 
private sector? Does it indicate an acceptance that we have a 
problem in terms of income? 


Mr .9DS MLLER RVYes)s iti does. 
Mr. Mackenzie: There is no question in your mind. 


Mr. Lewis: Reading the statistics, you would have to 
indicate that. 


Mr. Wannamaker: The statistics indicate that there is a 
problem. We think that a minimum pensions type of program is a 
realistic approach. 


Mr. McClellan: But we have to go the mandatory route 
because of the seriousness of the coverage problem. I do not want 
to put words in your mouth but I am quite sincere about that. 

Mr. D. Miller: Let me answer that. 


Mr. Mackenzie: What is concerning us iS how we are going 


to deal with inadequate income. 








MESAID CuUMPMerk mw itetan very s#enuchioiconcerned: shat) Piffarvt- ais 


not Mandated, then there is going to be a percentage--and I have 


no idea what percentage it might be of the population--who either 
wili not Gibother, Coryotheiz ‘employers. “(willivinot® bothers retonido 
anything about preparing for retirement. That probably means that 
at the time they do retire there is going to be a hue and cry 
socially that we have to do something for them, which in turn 
means that the general taxpayer is going to be subsidizing people 


who were not prepared to do anything themselves to provide for 


their retirement. It is a philosophical question. 


Mr. Mackenzie: I think then that we also have to put on 
record very clearly, because we get this argument all the time 
that there are people who will not, that figures also very clearly 
indicate that the bottom 20 per cent, and I believe the bottom 40 
per cent of Canadian people, once again in spite of just society 
eries oOfWaienumber ofyear'si‘ago® and all-vthe rest of it, have va 
decreasing share of the disposable income. My argument, from my 
personal experience in my constituency, is that a hell of a lot of 
those people could not put it aside if they wanted to and make 
ends meet. 


I look at the income level, for example, of 58 per cent of 
2,000 families in Ontario Housing units in my riding who are 


trying to get by with kids on income that is deplorable. I am not 


talking about retired people now; I am talking about people. To 
Say that they could buy into RRSPsS or some kind of Savings is just 
ridiculous because they simply cannot. So it is not just those who 
will not, and I will acknowledge that there is a group that will 


spend everything they have, and that quite often is in the higher 


income level than in the lower income level. But there is one hell 


of a lot of people out there who cannot. 








ty 


The only reason I get a little bit upset about this is that 
we consistently from management groups get the argument almost 
totally based on "will not put aside" for their own needs. 


Mr .oowChairmanzne Thanke you «foriprcilarifying; your-. position, 
Mr. Mackenzie. 


Mr. Mackenzie: We have to understand what we are looking 
at tiocel mor OL 


Mr. Chairman: I understand what you are saying, but I 
would like to get back to the second questioner, Mr. Brandt, if 
you are finished, Mr. Gillies. 


Mr. Brandt: The question I want to ask really involves 
the second paragraph of your statement, where you comment to the 
effect that you have $40 billion of pension plans, retirement 
Savings and other deferred income plans, and you comment on an 
additional $40 billion in your responsibility with respect to 
being an intermediary function that you perform with that pool of 
funds. That totals some $80 billion. 


The argument that you are making is that you can better 
handle this money than government. If that money was’ shifted 
through an expansion of the CPP, as an example, and that then led 
to a reduction in the amount of money that was available to trust 
companies or other financial institutions, it would not work to 
the benefit of the economy as a whole. I think that is a 
relatively good argument, although in the context of what you have 
said you have not really supported it by telling us what you are 
doing with that $80 billion. 


I wonder if you could give us some global indication of 
where that money goes, in other words, where you are investing, 
what you are doing to fuel the economy and move it in a positive 
direction, as opposed to having that money shift to government and 
being used perhaps in a less effective way? 


Mr 27 DIVO Mibrer: SAlLUGimight<? Eacwillt .gavers vouN. asmglobas 
answer. Of the $40 billion that is in the intermediary function, 
roughly 60 per cent of that would be in residential mortgages. 
Roughly 10 per cent of it would be in government bonds. Maybe five 
per cent would be in consumer loans. I don't know how I am adding 
up here now. 


Mr. Brandt: Seventy-five per cent so far. 


Mr. D. Miller: Probably another five per cent..wouldesbe 
in stocks, and those stocks would be equities in a variety of 
Canadian industries such as raw resources, manufacturing, and 
merchandising. That brings us up to 80 per cent. 


Mr. Peterson: Sixty in mortgages? 


Mrs Deu IiMrilers Yesaa I,2caulkd, bejwlows ons thats 60 ,e:birte.wheee 
is happening is the trend in the proportion of residential 
mortgages is declining somewhat. It was as high as 70 per cent. If 
I had come here two years ago, I would have used 70 per cent as 





a 


opposed to 60. Then because some of the larger trust companies 
have very large money market operations, there would probably be 
ofmthatidSs0g bilson »total,epretty: ‘closes to»,10) pér ,cent) inthe 
money market. Of course the money market can be a variety of 
things, such as loans to other financial institutions. These are 
all short-term loans and short-term loans to corporations in a 
variety of industries. 





Mentebpptie Pardoniimeyn Mriar Brandt,sp, bute ¢isneall: this... money 
invested in Canada? Are you governed by regulations that force you 
to invest all your money in Canada or is some of this money in 
other countries? 


Mr. D. Miller: The federal legislation forces us_ to 
invest everything in Canada unless we are operating outside of 
Canada. By far the majority of trust and loan companies in Canada 
invest purely domestically. Does that answer your question? 


Mr. Epp: Yes. 


Mr. Brandt: I wanted to pursue the line of questioning 
_for a moment, Mr. Chairman. In regard to the comments that were 
made with respect to PURS, the PURS program essentially is looking 
at about a four per cent contribution, coupled with an existing 
3.6 for the CPP. There hasn't been any comment made yet regarding 
the reality of what CPP is going to go to with the present level 
of benefits which we anticipate will be about nine per cent. 
Totalling the four and eventually nine per cent, if we maintain 
| the CPP at its existing level, you are looking at 13 per cent. 





My question to you is, since you indicated some support for 
the PURS program, do you envisage any problem with a shift of 
Meadital today in the amount of 13 per cent? I think that's a 
realistic small "c" conservative figure, nine plus four out of 
today's consumers. In other words, this is shifting spendable 
income today to another generation two or three decades from now 
| for retirement purposes? In effect, you are extracting from 
today's economy a total of 13 per cent and you are setting that 
aside for quite a worthwhile purpose--a later retirement--but it 
does have the effect of removing that amount of capital from 
today's market in the sense that it's not in the hands of a 
_ consumer. 








I wonder if you might be able to give us some of your 
reflections on that concern because if we moved in the direction 
of an expansion of the CPP, the numbers in my view become totally 
'unworkable. Then you are looking at perhaps an 18 per cent to 
| double the benefit of the CPP. Mr. Gillies was not suggesting it 
be done, but that's the direction that some have suggested we 
| should follow. If you are looking at that level of extraction of 
today's money for a later point, I think it would be an even more 
serious problem. I am taking the lesser of the numbers just to 
illustrate the point of concern I wanted to raise with you. I 
wonder if you can respond to that. 


10:50 a.m. 


Me weeencClelian: «could J, anterrupt.. for a second? Mr. 
Brandt has trouble with the numbers. We don't get to nine per cent 


| until 2003, and we don't exceed 4.6 per cent until 1990. 
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Mr. Brandt: I beg to suggest that is not what we have 
been told with respect to the nine per cent. We will get to the 
nine per cent by about 1991. There has been some suggestion, as 
you will recall, by one of the speakers that we had yesterday that 
there would be some valid argument made for decreasing the amount 
to nine per cent, virtually immediately, to fund the plan as of 
right now. 


Mr.’ Epps) What. 154 fit7 wells? 


Mri... McClelilans:..You, can makeithat.«angumentieifwyoustivant. 
The royal commission-- I am just reading their figures-- 


Mir? PC Hacr mali. I think maybe we can work out - among 
ourselves an honest assessment of what that might be, but for the 
purposes of this question, maybe Mr. Miller or someone else could 
respond. 


Mr. D. Miller: Broadly speaking, what we are talking 
about iS money being shifted from consumption into building 
capital. It seems to me that this is exactly where Canada has 
fallen down in that we have been too consumption-oriented and not 
enough oriented towards capital investment for productivity 
reasons and the production of income in the future. 


Mr. Peterson: On that point, how do you respond to 
people who say we are running a record savings rate of 10 to 12 
per cent in this country as opposed to the States, where it is 
five per cent? 


Mr. Lewis: Savings doesn't equate to investment. 


Mr. D. Miller: It does to an extent. You are looking at 
the rate of savings, particularly between the US and Canada. Our 
rate of savings is roughly twice that of the US, and this is 
because of our system of retirement savings that has been built 
up, the individual registered retirement savings plan. There is 
not any doubt now that this has fostered much greater savings on 
the part of Canadians, and because it is being done through RRSP 
it has helped to meet the capital needs in Canada. 


There is one point I wanted to make. I think that we have 
stressed in here, towards the end, the need for communication and 
the need for government to communicate to the people, because it 
is very definitely part of the package that we can develop a 
system in Canada which will provide everybody with a beautiful 
retirement income but, in the meantime, it is going to cost 
everybody like the very dickens. 


The United States has a lower level of savings. They also 
have what is called a social security program which is a disaster 
and which they are finally going to have to face up to in terms of 
funding it some way or another. In all likelihood it is going to 
develop into a pay-aS-you-go program, with very substantially 
increased social security taxes to all wage-earners. 











he. 


I think Canada has been very smart in developing the RRSP 


program, and we would much prefer it expanded as opposed to 


expanding CPP, which we know is just going to go towards immobile 


capital requirements, unproductive capital requirements. 


Mri Epp: Mr. Miller, pipe T may be permitted a 


supplementary, if I am reading you correctly, what you are saying 


is that the money that has been available to the provincial 
governments, the $19 billion that they have obtained from the CPP, 
and if the CPP were extended to eight or nine per cent, as Mr. 
Brandt has said--one of the figures that has been’ tossed 
around--governments would have access to a lot more money which, 
in turn, would be very inflationary. The present $9 billion that 
Ontario has had and the $10 billion that other provincial 
governments have obtained has been inflationary and to expand that 


_would be doubly inflationary. Is that correct? 


Mr. D. Miller: That is my view. 


Mr. Chairman: But the PURS program would not accomplish 
something similar in your view. 


Mee) Do. Millers | Ho.WaAprovidingscPURS, isvardonejjigas “Ethey 


propose in recommendation 50. 


Mr. Brandt: If I am reading your answer correctly, you 


are saying essentially that it is healthy to have an investment 
pool created along the lines you are suggesting, as long as it is 


retained in the private sector as opposed to being controlled by 
government. 


MrieD.9 Millers: Right. 


Mr. Chairman: So the argument could have been made that 
you can adjust the Canada pension plan to accommodate something 


similar and you would have it on a national basis aS opposed to a 


provincial basis, which would work more effectively if you are 
talking in terms of such items as mobility of labour. 


MrseD SéMthiernskRight? 

My. ofBrandtsaw MrsenChairnman,¢ Wbadiave, eonesvlast,..commentsa, ol 
reject the suggestion that the increases for the CPP can be 
delayed anywhere near the time frame that was suggested by my 
colleague. 


Mr. McClellan: I am just reading from the royal 


commission report, Mr. Brandt. It is on page 68. 


Mr. Brandt: I am going on the basis of the information 


which we have had provided to this committee and which was on 
charts at the front of this room not all that long ago, suggesting 


that we will have a problem in 1986. We have a more serious 


problem, and you know, with the accumulation of the surplus, how 
that would be applied, and by 1991 we have an absolute breakpoint 
| there, not by the year 2030. 
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The suggestion was made very directly yesterday that there 
was good and valid reason to look at almost an immediate increase 
in’®°the’ CPP *to°’start™ buviding® ‘Up “Some> Sur pluseato )tdelay Ssthac 
inevitable day in some fashion. To suggest that it can be put off 
for some long time into the future and that we can absorb these 
huge amounts of increases without any disruption to the economy, I 
think is very irresponsible. 


Mr. McClellan: With respect, there vse SiO) spointt fog 
getting into an interpersonal harangue here. 


Mr. Brandt: I was not being personal. 
Mr. Peterson: Go ahead. I am enjoying it. 


Mr. McClellan: I am simply reading the projected cost 
increases by the royal commission set out on page 68, which deal 
with the phenomenon you have just described. The rate increases to 
accommodate the crossover point, as you describe it, are as I have 
set them out. They are listed on page 68 of the royal commission 
report. 


Mr. Mackenzie: Mr. Brandt rejects the royal commission 
argument and accepts the witnesses' argument. 


Mr. Brandt: That is not-what’ Mrs, Brandti-saada. 
Mr. Mackenzie: That is what you are saying. 


Mr. Peterson: I have a number of questions. You are 
unhappy with the royal commission's suggestion that a central 
pension agency should be, as I read the report, the. manager of 
funds of last resort. I do not anticipate that Miss Haley wanted 
the pension authority to be a competitive vehicle to yours or a 
competitive institution; that it is for those people who do not 
trust banks, trust companies or anybody else. I do not think that 
Should be a major hangup if they went for that program. 


Mr. O-D.-oMillers’. My concern? is ‘thatd@it seistMa Wimatcer ae 
political philosophy to an extent. I felt that in Quebec they had 
a very workable system whereby pension moneys were being invested 
to meet productive capital requirements. Within the last few weeks 
we have seen a development there which indicates that those 
payments may in future be used more for political purposes. 


Mr. Peterson: They have been made for the last two years. 

Mr. D. Miller: Yes, but the straw that broke the camel's 
back, as far as I was concerned, is what has happened in the last 
couple of weeks. 

Mr. Peterson: Domtar, Noranda. 

Mr’. D. Miriler: “Yes: 

Mr. Peterson: You are suggesting this will be ae great 


repository of funds that would go out and be an instrument of 
public policy. That is not Donna Haley's suggestion. 
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Mr. Destethiid LeuewinQhi, i nos in, -ctaGtywwiWwewe ares* supporting 
recommendation 50, which in effect says that the employee can 
choose the financial intermediary. I have not read the complete 
report, but there seems to be an assumption that some people would 
not want to put their funds into the financial institutions and 
that this central pension agency would act as a lender of last 
resort. or san “investor ,of,last resort... To me, it's .inconsistent 
with one of the principles which was enunciated that you didn't 
want to create any more bureaucracy for the management of 
retirement systems and following through on that is doing that. 


ova om. 


Mr.» Peterson: ©» Onospage. «three» you .Say in... the».,.-second 
paragraph that you are “heartened by the general principles which 
they laid out, particularly that these plans"-i.e., public-sector 
plans--"should be designed to achieve parity with private sector 
plans and no more." Already there's a wide gap. Are you saying 
that public plans should be scaled down or that private plans 
should be scaled up? If one read this at face value it would look 
as if you would have to improve-- 


Mr eetnDene Millen: «J «wasn't...personally ,, "aware. ~ that: there 
already waS a wide gap, that the public sector was that much 
better off. 


Mr. Peterson: The public sector plans are generally much 
richer in benefits absolutely. What does that sentence mean? 


Min DawcMiLier > git} imeansiethats if,.the. public» sector.,.plans 
are of that much greater benefit they should be scaled back. 


Mr. Peterson: Of course the public sector 
representatives argue that the private plans should be scaled up 
to remove the disparity so they won't look as-- 


Mr. De. Millers, By) .the-.same token; .inesthe privates+sector 
you do have fiscal discipline and, presumably, while we recognize 
that the benefits are going to have to be increased there is the 
discipline of the bottom line. 


Mr. Peterson: We are hearing from a number of experts 


|/ that the mandating of excess interest to provide some sort of 
indexation augmentation is feasible and practical and not 
munrealistic. . Now thisis.is« a very, «very difficult issue, I 
recognize. But we're hearing it from no less an authority than Mr. 


Coward from Mercer, who feels that this is a workable thing. There 
is some disagreement on the number, whether it be three or six per 
cent or four. The insurance industry has now said six. They 
haven't been before us and we don't expect they will be. I would 
be very interested in their proposal; I read it in the paper. 


But you say don't mandate that. There is a tremendous amount 


of pressure on that point, in my judgement. Why do you have that 
recommendation that we should refuse to mandate indexation of some 


type or other? 
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Mr. De Miller: d. think I should defer on the 
technicalities of uSing surplus interest to index to some of the 
other boys. 


Mr. Wannamaker: I think that we are opposed to mandatory 
indexation because of the costs involved. We were suggesting that 
the tax credit which was proposed in the royal commission report 
was likely a reasonable approach to indexation of pensions 
vis-a-vis mandatory indexation in the private pension system. In 
other words, the private pension system has, I think, to some 
degree voluntarily indexed its pensions; it is not a perfect 
indexation, but they have taken positive steps to that end. As you 
know, getting back to the interest index, Saskatchewan has already 
implemented that in the changes to its provincial act, and I guess 
from the standpoint of the association we are not totally opposed 
to that approach either. 


Mr. Peterson: It seems that this thing doesn't’ read 
right because I just don't quite understand it. You favour the 
inflation tax credit? 


Mr. Wannamaker: Yes. It seems reasonable to us. 


Mr. Peterson: It frightens me very, very much. I am not 
kidding you. You are going to have a system index on both ends, 
and I assume that your general view would be that the federal 
deficit is too high. I assume that. That's a pretty tough thing to 
advocate today. 


Mrs? “DS ‘MYriter:°"fhe'4 federaleatdericeit ‘vs. tstoo.Ghidh. fie 
development of indexation or an inflation tax credit should be 
done over a period of years. It should be done after the public is 
Fully: informed of, .the™costs¥ o£ cdoing “it, ..butedt's7e-I ssuppose ,< ia 
Simple argument that if government has created the environment 
wherein inflation flourishes, then that putS a responsibility on 
government to take care of the inflation and the effect of the 
inflation on retirement income. 


Once you have done that and once that responsibility has 
been accepted, if, as you imply, that then would mean an even 
greater deficit, at some point the discipline does descend on 
government and they have to start cutting back or reducing the 
expectations of people. 


Mr. Peterson: That's a hell of an expectation to tell 
everybody we are going to insulate them against inflation. You 
have just removed one of the single biggest fears that people have. 


Mr.~;Dv*Miller: 4But tubtimatelyoothertdiscipLineo.wildh come 
down on government. 


Mr. Peterson: Paid for by future generations. 


Mr. Lewis: Who can best afford it: the individual, the 
business or the government? Who are against it? 


Mr. Peterson: It's all right. to say the’ government., Bug 
it's not the government that pays and it's not their money; it's 
your money and mine. So we end up paying, just through a different 
way, that's all. 
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If it were coming out of Mr. MacEachen's personal pocket we 
_would all have a little different view of the situation, but it's 
coming out of our collective pockets. 


| Mr. Lewis: it is-*#possibie j“FOr us to change the 
| government if they are not handling the economy the way we feel 
they should be. And if it gets down to a point where we are having 
sufficient problems, then it's up to us to change management. 


Mr. Chairman: Now you are raising expectations. 
Mr. Epp: Provincially speaking. 


| Mr. Chairman: I would like to move along. We _ have 
another delegation coming at 11:15 a.m., and there are a number of 
members who have indicated that they are anxious to ask some 
questions. Perhaps we could move along to Mr. McClellan and Mr. 
Mackenzie. 


| Mr. “MeClellans*®I ‘will “tbe wery ‘brief lagdust oto, proceed 
with the matter that Mr. Peterson was raising, is there not a 
sense in which you are disguising the costs by recommending a 
pension system based on known percentages of payroll with an 
inflation tax credit as a kind of fail-safe mechanism, which I 
would assume would function to remedy inadequacies within the 
private component of the pension system, that is to say, the 
annuities? That's where the inflation tax credit would figure in. 
In effect, if I understand the way the system would work, you 
would be adding an additional cost factor into your pension 
system, which would be a cost of the private pension component in 
mene form-‘of an inflation -tax credit.) But that ,cost. is never 
identified; it just comes out of general revenue and is, in a 
sense, a tax expenditure that doesn't show up anywhere. 


Mr. De Miller: Isn't possibly an analogy to the 
unemployment insurance fund rather appropriate here? You create an 
inflation tax credit; that costs money. As people get taxed to 
provide that money and as publicity is given to the reason for the 
increased taxes, then you are more likely to force government to 
cut back their expenditures and try to achieve a fiscal discipline. 


| Mr. McCleivan: "+ I"m'*'*not arguing®”™’against indexation; I 
support indexation. But one of the ongoing discussions we have had 
within this committee is on what the true cost is going to be. My 
position is to advocate an expansion of CPP. I know what the costs 
'of that are; I can set them out over the course of the next 50 
| years. But it's more difficult to come up with a determination of 
the actual costs when we talk about adding on another piece within 
the private sector, cum inflation tax credit et cetera. 


I have one more brief question. AS representatives of the 
trust companies representing in a sense the principal 
beneficiaries of the royal commission as you said, together with 
the inSurance companies and banks, since I would assume most 
people going into the PURS program would be expected to buy their 
annuities from trust companies, inSurance companies or banks, have 
you started to do any preliminary calculations on the size of the 
Market that would be guaranteed to you by legislation if the PURS 
program is implemented? 
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Mr. Wannamaker: No. As an association we have no 
estimate at this point in time as to what the potential market 
might be. No, we have not done any estimate along: that line. 


Mr. McClellan: You cannot even ball park it? 
Mr. Wannamaker: No, I really cannot. 


Mns iMcClellanzkeButyatratisisfaircttovisay; thatieyou Jane snot 
offering any resistance to the establishment of a compulsory 
market by legislation. 


Mr. Wannamaker: I guess we are looking at the issue that 
everybody is concerned about, the lack of coverage. We are trying 
to address that issue and saying, "What is the most practical way 
to address that issue?" This is what we see as the most practical 
way. 


Mr. McClellan: Okay. Thank you. 


Mr. Mackenzie: Just two very quick questions. First, do 
you people accept the argument that a worker's pension plan is in 
fact deferred income or deferred earnings? 


Mr. Wannamaker: Deferred wages? Yes. 


Mr. Mackenzie: There is no question in your minds about 
that. A 


Mr. Wannamaker: Not in mine. 
Mr. D. Miller: Not in mine. 


Mr. Whitelock: It may not be the universal opinion of 
the trust companies, but I think the tendency of most of us 
represented here is that this iS coming and if it is not on the 
doorstep, it will be around the corner very shortly. 


Mr. Chairman: It's not only that it's deferred wages, it 
is a question of whether you treat it as deferred wages. 


Mri, oWh ike lockesithia tisi rights 


Mris DacwMrbber sTiWerpcentainive, ook eat, paitesas. part pot.bcae 
compensation package. It goes even beyond that. 


Mr. Mackenzie: I realize you are in the investment area. 
The same questions I have asked others is that one of the 
weaknesses of private pensions that has caused us a fair amount of 
trouble in this province and this country has been the question of 
vesting and portability, basically portability. Why hasn't private 
industry itself reacted long before this with some effort or some 
mechanism to solve these two particular problems that have 
affected even some of us in this room? 


Mr. Lewis: I believe we have. If you look at Pension 
Plans in Canada, published by Statistics Canada, table 18 shows 
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chat ahr Yne)  pravatemtsectori wine1970,°6e5lyper acent ew of:athe mplan 
participants covered by pension plans in the private sector vested 
betocermelorsyears. 221lf tyousvlookjdatmloessecwhich: ‘isa ithe “last ,.data 
published, 80.1 per cent of the participants are now vested in 10 
Oc Lewer Vears. That is «still «a fair jump from 50 per cent ‘to 80 
per cent. I am not too sure what is going on now. 


| Finally, I would point out that in the William Mercer study 

and a CPC study there is an indication from individuals in the 
private sector that vesting and portability should improve. I do 
not think you will see pension plans change to come up with this 
attitude now because all pension plans will have to change very 
shortly once the new regulations and the new act are out. It is 
very costly to change these, to come up with new actuarial 
assumptions. The attitude is, why not wait the six months to find 
out what all the changes will be and we will make the changes at 
that time. 


Mr. Mackenzie: YousmM acceptes the Sadeaw tthatm eit t.chks 
deferred wages, there is really no argument against almost 
immediate vesting. 


Mr. Wannamaker: I think we would support-- 


| Mr. D. Miller: Personally, I think we should be moving 
towards immediate vesting but, because of the cost, it has to be 
phased in over a period of years. That is our corporate view; it 
is not necessarily the view of the industry. 


Mr. Williams: As we are winding down on this particular 
epresentation,: I° just want to get it clear for the record, because 
I do not think you really directly answered Mr. Peterson's 
question earlier or his suggestion, that this is the first 
submission we had received that provided total support for the 
-PURS program. You did not really answer that yes or no, or whether 
you thought there was some other vehicle that could provide the 
coverage, which appears to be lacking to date, with some 
arrangement for mandating to provide that alternative vehicle. 


} I think Mr. Lewis started to touch on that point when we 
were interrupted and got off on another tangent. I would like to 
maxnow, for the record, *whether’©your association is° firmly'= in 
/Support of the PURS program, or whether the mandating is related 
to some other optional vehicle which you see as being equally 
Satisfactory or better than PURS as prescribed in recommendation 
40. 


Mr. Lewis: I personally feel that PURS is the best we 
have seen so far. If someone has come up with something better, I 
fwould like to see it. I think it has advantages over any of the 
#Other alternatives, which are to make every employer offer a 
pension plan that would be too costly for small employers and an 
inefficient allocation of funds. 


| We have discussed why we do not Leet. we should increase the 
Canada pension plan, and we do not see the statistics bearing out 
the fact that we can maintain the status quo. We need some sort of 
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a retirement system that is available to everyone to provide them 
with something. We see the PURS system as a viable alternative and 
in our main brief, on pages four and five, we list about eight or 
10 points to substantiate why we feel we should adopt the PURS. 


Mr.. “cD. e IMibLlLersh: (MunagdehabumanaAw) Piwelogcoudd maust, sada yea 
comment to that, I am sorry we seem to have equivocated on that. I 
think we were partly exposed to the reasoning earlier. While lofty 
percentage figures are thrown around as to the number of people 
who are not covered, I have not seen any substantive breakdown of 
the profile of people who are not covered and, until I do, I do 
not think I would want to come out too firmly. By the same token, 
there is sort of a gut feeling that something is wrong, so we have 
to take what seems to be the most viable vehicle to provide some 
mandated coverage. 


Mr. Williams: And that in your judgement is PURS. 
Mr. D. Miller: It is in terms of what we have been shown. 
Mr. Chairman: We have run out of time. 


Mr)... Epp: .Mr. .»Chadrman,»ithere,,arej,a.. fewsscdf ous, wanting \t6 
ask some questions. 


Mr. Chairman: Yes. I was just prefacing the remarks I 
waS going to make in terms of those on the list. We have run out 
of time and I would ask the two remaining questioners to be brief 
because we have another delegation later. Mr. Riddell is next and 
then Mr. Epp. 


Mr. Riddell: Whenever the term "mandate" rings in my one 
ear, my other ear is picking up that voice crying out in the 
wilderness, "Whoa, enough is enough," and that is the small 
businessman's. You people are all in favour of some kind of 
mandatory plan. What effect do you think this is going to have on 
small business? Are you prepared to see the only competition for 
large business being the government? 


I am concerned about the small businessman. He is loaded 
down now with about all he can handle. Do you think he is going to 
be able to cope with more burden than he has now? 


Mr. D. Miller: There will be an administrative cost, but 
all 2 iwerorare>s talkingd Jabout;s* as:  Gdiunderstand + «itse,,ins the. Haley 
commission report, is two per cent of wages. You cannot tell me 
that two per cent is going to bankrupt an efficient small business. 


Mr. Riddell: I wish you were with me in my riding right 
now to hear the small businessmen talking about how they are just 
on the edge of going over the brink because of high interest rates 
and what have you. I have to wonder to myself if we can keep 
loading them down with more costs. 


Ieber2 0? Fae. Ta. 


Mr. BD. -Orl lex: Part’: of »* the! «problem = .in. 1 :thists.ewhole 
business of pension reform developing at this particular moment is 
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| that all our thinking is being coloured by an economic situation 
| that we have never known in North America before. It seems to me 
| that people have got to regard this as a transitory thing or else 
i there is no point in proceeding with it at all. 


| Mr. Riadell: iI-)-don*thiaknow show ackong;; it4 sep.going,..to,last. 
We're hearing talk now of 30 per cent interest before this thing 
is over and the eventual crash. I hope it doesn't happen. 


Mr. Chairman: You tell your small businessmen it's an 
aberration. 


Mr. Brandt: And they can tell the bank the same. 


| Mr. Riddell: The other thing I wanted to ask is that we 
hear about enriching the Canada pension plan and how it would be 
inflationary. What if governments were compelled to invest this 
money in the private sector, if indeed they are building up a 
Beund? But we are talking more of pay as you go with the enriched 


Beeeada pension plan. 


Mr. D. Miller: I will give you a personal opinion. We 
have just seen a government agency buy a foreign oil company at a 
cost of $1.4 billion, which is almost three times what the equity 
of that company was selling for on the market. I was going to 
| swear, but I won't. I would hate to think that we could develop a 
system whereby investments involving billions of dollars which are 
going to have to come out of the taxpayer were just being as 
inappropriately made. 


| Mr. Riddell: Do you think they have been appropriately 
jmade the way they have been used in the past, investing in the 
provinces so that they can pay off their deficits? It would appear 
that the governments, particularly the Ontario government, have no 
intention of paying that back. Is that a good, sound investment as 
far as you are concerned? 





MredD. sMiblersy Nos 
Mr. Riddell: Good. I'm glad to hear that. 
Interjection: That's farm grants. 


Mr owRiddelsiss, Ranmerguantsrp)ebaliqsofs) oney sapems cents .of.athe 
; total provincial budget to the farmers? Don't you give me that 
line of nonsense. 


Mr. Epp: The othershalf is going into the (inaudible). 


; Mr. Chairman: We have now led into Mr. Epp's question. I 
presume, Mr. Miller, that your answer was dependent on the 
assumptions made by Mr. Riddell. 


Mr. Riddell: He knows what I'm saying are the facts. 


Mr. Epp: Thank you, Mr. Chairman. I would Pike co  Girect 

a question to Mr. Wannamaker. It touches on something you said 
'earlier, that if we are looking at a program to try to touch those 
people who are not now being covered we haven't done a real base 
study on whom that will affect. 
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I think you or Mr. Miller indicated earlier that you cover 
about 600 companies for which you have some kind of pension plan 
or for which you handle the funds. Have you done a study on the 
kind of employees you are affecting, how small the companies are, 
how big, the kinds of incomes, et cetera? 


Mr. Wannamaker: The 600 I referred to are a group of 
companies that would generally participate in what I would call a 
savings-type plan or a deferred profit-sharing plan, where 
employee numbers range anywhere from one to 15--that size of 
business. 


Mr. “Epps*-So ‘there ‘are “really no ‘larger’ companies, ‘just 
those-- 


Mr. Wannamaker: Some are. We have another group in which 
you are talking about the large national and multinational 
corporations. But I'm talking about-- 


Mr. Epp: About those 600. 


Mr. Wannamaker: --companies that are into what I would 
consider a sort of money-purchase arrangement, and it covers that 
smaller employer group. I'm sure that if you did a survey of all 
the financial institutions you would find they would have numbers 
equal to that or even greater. 


Mr. Epp: You indicated earlier that you wouldn't 
increase the CPP, that you would probably leave it the way it was, 
that you really favour the (inaudible). I think your premise was 
that CPP should remain as it is and you shouldn't increase it. 
Based on the information we have heard here, if we didn't increase 
the CPP, then if the money weren't paid back by about 1991 it 
would be bankrupt; if the money were paid back it would have 
another 12 years of life left, until about 2003, and that would be 
it; there wouldn't be any money left to pay for it. Are you taking 
that into consideration in making that comment, that that would 
just phase out the CPP and that would be the end of it? 


Mr. Lewis: No, I'm sorry. What I meant was that we 
shouldn't increase the benefits out of the CPP. We fully realize 
that we are going to have to increase up to at least nine per cent 
at some time starting in the 1990s on through. But if we were to 
increase the Canada pension plan benefits to cover something like 
the full amount of the average industrial wage or two times the 
average industrial wage or to increase the benefits to 50 per cent 
of the average industrial wage, the increase in the contributions 
would be so much greater than what we will have to see just to 
fund the existing promised benefits. 


Mr. Epp: So what you would like to see is just to leave 
the benefits the way they are and-- 


Mr. Lewis: We will have to start paying for them--pay as 
you go. 


Mr. Epp: Okay. 
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Mr. Lewis: This would not create the large dislocation 
that was referred to earlier in which all of a sudden we will be 
looking at 13 per cent savings. This Canada pension plan as a pay 
aS you go will not increase the savings; it just changes the 
consumption from one area to the other area. 


Mr. Chairman: Thank you, gentlemen, for coming today. As 
you no doubt realize by now it was a very worthwhile session. We 
appreciated the exchange and the point of view you have made and 
the information you have given us. Again, we appreciate your 
attendance. 


| we?'now®havera. delegation ¢fromuithe Ontario Public’! Service 
Employees Union: Mr. Sean O'Flynn, president; Mr. Paul McCrossan, 
consultant; Mr. John O'Grady, administrative assistant to the 
president; and Ms. Evelyn Sammons, first vice-president. 


Mr. O'Flynn, we're in your hands. You will be comforted to 
know that, I'm sure. We have your submission, and you can touch on 
the highlights or use whatever approach you like. 


Mr. O'Flynn: I would like to thank the committee for 
giving us this opportunity to make a presentation to them. I might 
begin by introducing to you the people who are with me. On my 
right we have Evelyn Sammons, who is first vice-president of the 
union; on my extreme left we have Paul McCrossan, professional 
actuary and a vice-president of W. M. Mercer Limited; on my left 
we have John O'Grady, who is my executive assistant and who has in 
the main put this brief together. 











| Mr. McCrossan prepared for our organization a study of the 
indexation of pension benefits. The complete text of his report is 
contained in our brief and appears as appendix number two. I would 
like to add that Mr. McCrossan's involvement in the preparation of 
our submission was limited to his advice on the subject of 
indexing pension benefits. I know that this venue here is no 
stranger to him. 


| Our brief was made available to you some days ago, and I am 
sure you have had some opportunity to peruse whatever parts of it 


are of particular interest to you. I do not intend to read it to 
you. 


| Mr. Peterson: Some of us did not get that until last 
/night or this morning. I regret that very much. 


Mr. O'Flynn: It was here Tuesday morning, I understand. 


| Mr. Peterson: Well, we didn't get it, so feel free to 
make your points. 


| Mr SSOP lynneeewhat® Pewouldsiike: “fowdorasecoutlvine: for! ayou 
' Our main concerns. IS that okay, Mr. Chairman? 


Mr. Chairman: Yes. 
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MriaiiO'Rikynr: <Bhe «first issue,r that .jwer address is the 
question of indexing pension benefits. It iS our view that a 
pension plan which does not index benefits fails fundamentally to 
meet the needs of retired workers. If employer-based pension plans 
are not sufficiently flexible to index pension benefits’ then 
employer-based pension plans must be replaced. Our proposition is 
as simple as that. It is our submission to the select committee. 


11:30 a.m. 


We will demonstrate a simple principle. As inflation rises 
and as the interest rate rises along with it, the cost to an 
employer of providing a pension plan falls. Inflation imposes a 
severe economic burden on the elderly while it reduces’ the 
compension costs of the employer. Indexing pension benefits simply 
restores an employer's costs to what they would have been in the 
absence of inflation. In introducing indexation, the government of 
Ontario took a progressive step, of which it should be justly 
proud. 


Interjection. 


Mr...» Oc Flynn: Absolutely. .1.,have to, jsmile7 when >I find 
myself praising the Ontario government. 


Mr. Riddell: You do not have tO. There are more 
accolades coming. 


Inter jections. 


Mrs iOUF Lynn: iiss Waddiuohave, the ibest»ijob.,qyine these province: 
But now that it is done I never thought it would drop so easily 
from my lips. It is amazing. 


Interjections. 


Mr... O'Flynn:.. That .iS.)right...There¢swiil, .bes moresraboim 
that later. 


We recognize that the manner of financing indexation is a 
valid subject of concern. The current method of financing 
indexation through the Superannuation Adjustment Benefits Act 
provides a pay-as-you-go mechanism along with a defined liability 
which is difficult for the private sector to adopt. 


In an effort to commence an informed and reasoned dialogue 
on the best approach to indexation, we have suggested to the 
members of the select committee that they explore the excess 
interest approach to financing inflation adjustments to pension 
benefits. This approach is equally applicable to the private 
sector. It defines an employer's liability in terms of the 
earnings of the pension fund's assets. 


Several days ago the Ontario Federation of Labour urged you 
to make the excess interest approach to indexation mandatory for 
all employer-based plans. We note as well that the Canadian Life 
and Health Insurance Association has embraced this concept. We 
have offered this as a constructive approach for the public sector 
employer-based plans. Mr. McCrossan is here with us today to 
discuss this approach with you in more detail. 
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I want to turn to some other concerns that our members have 
about pensions. 


Interest rate: In our submission we have presented evidence 
| to demonstrate that the interest rate imputed to the public 
service superannuation fund is lower than that which a 
conventionally managed fund could achieve. As you are well aware, 
the PSSF is limited to acquiring or having imputed to it only one 
mkind”~ of asset, 25-year nonmarketable province of Ontario 
debentures. This portfolio is utterly illogical. 


| In the first instance, it raises the employer's reported 
costs. In the second instance, it causes frustration amongst the 
employees who contribute to the plan, and in the third place, by 
| raising the employer's reported costs, the lower interest rate 
invites invidious comparisons with the private sector. 


The interest rate question is central. The present formula 
must be changed. In our submission we have discussed a magnitude 
of interest losses which are being imposed on the PSSF. We have 
also discussed approaches to solving this problem. 


The second issue I want to address is the question of 
| comparability to the private sector. In our submission we have 
tabled data to show that there is no extreme disparity between the 
public sector and the private sector. I invite you to examine that 
| data. 


I want to comment, however, on one important point. Where 
did anyone ever get the idea that the private sector should be the 
benchmark for determining equity in the area of pensions? Surely 
one of the reasons that the government established the royal 
commission was because there are obvious weaknesses in the private 
sector plans and in the limited coverage, benefits and portability 
that these plans offer. Surely the reason this committee was 
established was to canvass and consider opinion on the royal 
commission's approach to the reform of employer-based plans. That 
reform is needed, and that it is needed has never been in doubt. 


! Is it not inconsistent, on the one hand, to recognize the 
ineed to reform the benefits levels, indexation positions, vesting 
and coverage of private sector plans and then, on the other hand, 
to denigrate the public sector plans as Cadillacs and urge that 
they be trimmed down? 


| Let me make a few remarks about the Cadillacs. In our 
submission we have provided you with the estimated benefit levels 
of recent retirees under the public service plan. I urge you to 
review that section of our brief. The average member of our union 
who achieved normal retirement age of 65 received during the last 
year the princely pension sum of $4,132 per year. Only the CPP and 
the OAS stand between the pensioner and poverty. 


I recognize that for people who are in management the 
Situation is different because, with higher salaries and longer 


service periods, a career-based plan leaves them relatively well 





off. Moreover, many of these managerial employees are sufficiently 
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well off under the present plan, but they opt for the very costly 
early retirement provisions. We have estimated that early 
retirement pensions for managers run between $14,000 and $18,000 a 
year. Put quite simply, the present plan works quite well for 
managers. Indeed, the managers impose a far greater cost burden on 
the PSSF than do the average workers, yet it is the average worker 
who is accused of having a Cadillac pension plan. 


Let us put the costs of the public service pension plan on 
the table where everyone can see them. Let us split that plan into 
two plans, a managerial plan and a regular employee plan. My 
members, your employees, are tired of being publicly denigrated 
for having a pension plan which affords them benefits that are far 
from extravagant. If the government wants to run a managerial 
pension plan as part of its compensation policy, then let them do 
so openly. We are tired of having the costs of the managerial 
pension plan laid at our doorstep. 


The last topic I want to address is collective bargaining 
and superannuation. With regard to collective bargaining, the 
Situation must surely be offensive to any person of goodwill. 
Payroll deductions are mandatory. Only five per cent interest is 
paid on refunds. The interest rate imputed to the pension fund is 
substandard. No aspect of the plan design is subject’ to 
negotiation. No aspect of fund management is subject’ to 
negotiation. 


The costs of managerial pension plans are rolled in with the 
costs of pensions for average employees. To add to this farce, the 
employees are denigrated for exploiting the public by having a 
Cadillac pension plan. I would like to propose to you a concept 
which is certainly not new to most of you and which might have 
some relevance here. It is the concept of property. 


When you take money off my paycheque you are relieving me of 
my property. I do not think it could be put any clearer. I have an 
obvious property right and interest in what you have taken out of 
my pay packet and put into the pension fund. Surely that is 
self-evident. Surely my property rights deserve to be recognized. 
I put it to you that it is time to stop denying the existence of 
our employees' property .rights in their pension funds. It is time 
to make those pension plans negotiable and it is also time for the 
question of the control of these pension funds to be placed at the 
top of that agenda. 


11:40 a.m. 


That summarizes the comments I have to make. Mr. McCrossan, 
who represents us here in an actuarial capacity, or John O'Grady, 
myself or Mr. Sammons will respond to your inquiries or your 
questions. 


Mr. Chairman:: Thank you, Mr. O'Flynn. That was very 
interesting. Mr. Peterson will lead off with the questions. 


Miay! Peter sonsivm i-e.9USt .Legret..not..hbaving», Nad.» this, thing 
before because I am sure it is a very substantial brief. It 
addresses a number of questions that we have to address. We 
certainly have heard Mr. McCrossan's associate speak on the excess 
interest approach, which is one that fascinates me particularly. 
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LSOitas/our, spositionpy sire. with sregarda: tom theswPSSF, -if the 
excess interest does not reach the rate of inflation that year, 
you are below what you would be entitled to under the present 
scheme, with an automatic indexing up to eight percent, that you 
would opt for the lower? You want to get rid of the present system 
and bring in an excess interest system into the PSSF? Is that your 
position? 


| Mr. O'Grady: it i could address your questions, 
specifically, right now the disadvantage to employees is the eight 
per cent cap. Obviously, the advantage to them is that there is a 
degree of automaticity regardless of earnings on the _ fund. 
Certainly, having looked at the excess interest approach, which 
| offers the prospective and potential advantage of penetrating that 
eight per cent cap under many circumstances, as well as the risk 
of not producing sufficient funds even to meet the eight per cent 
mcap, we ,have, Looked ,at.;the -balance .of probability and .concluded, 
frankly, that people would be better off under the excess interest 
-approach. 


Mr. Peterson: You are willing to take the downside risk 
on that. 


: Mr. O'Grady: We are certainly not prepared to look at 
reducing pension benefits in the event that the interest rate 
fails to produce any excess earnings. 


Mr. Peterson: I am sorry; you are or you are not? 


Mr. O'Grady: By downside risk I presume that you mean, 
are we prepared-- 


: Mr. Peterson: If this fund does not perform enough and 
there is not enough excess interest, yet your inflation rate is 
‘running at a high rate that would entitle you to the automatic 
eight per cent, you are telling me that you are prepared to take a 
downside risk of not getting all that you are entitled to now for 
the potential upside benefit of getting more than you are entitled 
to now. 


Mri. .O;Grady: That sis,correct. 
Mr. Peterson: That is interesting. 


Mr. O'Grady: In the implementation, such as the excess 
interest approach, it may be desirable to create some sort of a 
facility to smooth out these bumps and lags to perhaps operate on 
some sort of rolling average principle, so that in fact the risks 
/-are spread out over some time, aS would be the potential 
advantages. 


| Mr. Peterson: You want to keep the banking provision, or 
| whatever you call it, so you can roll it forward or average it out 
over a period of years. 


MuenaO'GradysieSomething, slikeryacthat oJ) amy surergscould be 
_ worked out. 
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Mr. Peterson: Is that a necessary part of your 
submission? 


Mr. O'Grady: lite 8S dinotitranrr essentwals “apart fwofentoun 
submission. It is clearly something that we would intend to 
negotiate with our employer in the course of addressing the manner 
in which indexation is funded or provided. 


Mr. Peterson: Is it your opinion that the other--and we 
have not heard from some of them--major public service funds would 
take the same approach? 


Mr. "0 “Grady 2" The™ other**ilunds 2 thaewtane Scover éd yiby sgtue 
Superannuation Adjustment Benefits Act are the teachers', and I 
honestly am not aware of their position; Ryerson, and again, I am 
not aware of their position; and I believe the Legislative 
Assembly people are covered as well, but I am not aware of their 
position either. 


Mr. Peterson: Supposing we go for mandating of excess 
interest, we are all exposing ourselves to the ability of the fund 
Manager, et cetera, at that point. Paul McCrossan, what is your 
opinion about a number? We have heard some people say Six per 
cent. I think the life insurance guide, I read in the paper, says 
you can generally work at six per cent. I think Mr. Coward said 
four per cent. If we devise legislation, do we need a number? How 
would you handle that? 


Mr. McCrossan: I think you probably do need a number. 
The choice of the number depends on both practical and theoretical 
considerations. It depends on what you want to do with the excess 
interest approach and whether your prime concern is immediate 
affordability or social equity, in other words, from what side you 
come at the problem. 


Using the studies in the royal commission and studies in the 
other four reports, primarily the Lazar and the economic council 
study, it appears to me as if a long-term goal would be a four per 
cent figure on the private sector. Recognizing the restricted 
nature of the investments in this particular plan, a two and a 
half per cent figure iS appropriate, and that is on the basis of 
the expected real rate of return. If the pensioners were not given 
the excess over what they could expect, which had given a limited 
investment, in fact they end up subsidizing the government's 
Current operations. 


With respect to the immediate implementation of it, I think 
that it is likely that an excess over six could be brought in at 
very little apparent cost right now. I Say apparent cost because 
most pension plans are funded assuming long-term rates of interest 
at six per cent or seven per cent. So, while you are foregoing 
future gains, they are gains which you have not anticipated so far. 


Then you get down to the practical political consideration 
of should you go for a long-term rate immediately, should you go 
for something that is affordable immediately, or should you 
stipulate some sort of graduation-- 


Mr. Peterson: Or adjust periodically. 














igs 
Mr MeCrossan:20Or2adjust) periodically.sfhatwis right. 


Mr. Peterson: By regulation. Which of those approaches 


would you recommend to this committee? We are dealing with across 
| the board, not-- 


Mr. McCrossan: Are we talking private sector, or 


| specifically this-- 


Mr. Peterson: I am operating on the assumption that you 


wanted to be treated the same way as the private sector in this 
regard. 


Mr. McCrossan: The recommendation which we have given to 


our clients at Mercer's is that they should look at an excess 
interest approach with an initial rate no higher than six per cent 
and reducing to something like four per cent over a reasonable 
| period, which I say is the end of the decade. I think that 
provides something that is workable. 


There are a number of plans, and I cited two of them in my 


pstudy, which ‘are already on a four per cent excess interest 
approach. I think it is generally recognized that a four per cent 
pinterest will provide the type of protection we are talking about. 
Mr. O'Grady was talking earlier about whether they were prepared 
/to take the downside risk. You have to ask the philosophical 
| question of what are post-retirement adjustments trying to do. My 
submission to them, and I think they accepted it, was that it 
provided some sort of insurance--protection against the future. 


This plan, as currently designed, has sort of the opposite 
features to traditional insurance. It provides full recovery of 


losses up to what iS now a very modest maximum, whereas I think 


most people would think of an insurance plan as something that has 
a deductible so that the insured shares the losses up to some 


point, but has losses covered up to a much more substantial 
amount. The plan they now have is structurally defective. 


Mr. Peterson: I am very sympathetic with a number of 
points you raise, such as the below market rate of return that you 
are getting and employee representation. The property rights 
concept is an interesting one that we will pursue. The 
government's response to a number of these questions will be that 


they are guaranteeing it and their effective contribution rate is 
extremely high now. 


I am sorry I have not had a chance to read through what you 


have given us, but the effective contribution rate in a number of 
the corporate plans is on the order of 15 per cent. The teachers' 
is around 15 per cent; Hydro is around 15 per cent; and yours is 
around 13 per cent or 14 per cent, is it not? 


Mr. (O'Grady: Well, one can playsewithesthe, numbersistoe no 


end, and the awkward aspect of answering the question definitively 


is that Superannuation Adjustment Benefits Act is not funded on a 
conventional procedure, and so one has to try to figure out what 
the cost of that is. 
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The only thing we can really go on is reported costs, which 
are printed, and the actuarial projections. If you do that, then I 
would ‘turm youoto, firstiiof alle! pagess22 of oure Submission. What 
we have done there is take the survey done by the Financial 
Executives Institute of plans which they sampled and noted the 
payroll cost figures for employers which they demonstrate there, 
and compared those to the same figures which the royal commission 
in one of its studies puts forward. I believe the PSSF figure that 
you see on table 1 of page 22, 9.94 per cent, is the one that was 
done by Treasury, which the royal commission then picked up. It is 
in that study which was done by Dr. Kelly. I think it's volume 
seven. 


ki7:,5 Ovsa5m. 


That is,« admittedly, 1977-78. The ,.issue is» comparability 
with the private sector and I don't have ready access to more 
recent private sector cost figures. If you take a look at the 
actuary's report, then I would turn your attention to page 28. 
What we are dealing with there is the cash flow figures which are 
an appendix to the 1979 actuarial report, which is the most recent 
one available. It was released in January 1981. That report does 
not speak in terms of percentage of payroll. It speaks in terms of 
absolute dollars in a cash flow situation, and those numbers are 
On a previous page, page 27. 


What I have done is to translate those numbers, as best I 
can, into percentage of payroll figures to give you what is 
certainly a fair order of magnitude of the cost as seen by the 
actuary. That certainly suggests that thes. costs: care vi noe 
dramatically out of line with significant private sector 
employers. 


I would go even further than that and note, as well, some of 
the implications of the point that our president raised about 
rolling into the PSSF the cost of managerial pension plans. There 
are a number of reasons why the pension plans for managerial 
employees are more expensive. 


First of all, the career patterns, the service periods, tend 
to be longer. Secondly, the average salaries tend to be higher; 
and, thirdly, because the benefits that are going to come out of 
the plan are higher for the managerial employee, the incentive to 


utilize the early retirement provisions is vastly greater, and 


that happens to be a very expensive aspect of the plan. On top of 
all of that, because of the integration formula, the higher the 
benefit level, the higher the proportion of that benefit which is 
paid out of the PSSF. 


I submit to you, simply on the basis of those reasons and 
intuitively, that if we were to separate the plans and talk about 
the cost of the regular employee plan, those numbers would be even 
lower than what appears here. 


Mr. McCrossan: Mr. Peterson, could I just explain one 
little bit? It deals with my part of the report, as well, and I 
think it dealt with the previous submission that was heard. 


oe a 
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You mentioned the very high cost of the plan. There is a lot 
of debate as to what the true costs of this plan are. One of the 
|things that I pointed out, and that I think the chief actuary of 
|Canada has pointed out, is that in order to determine the costs of 
i'this type of plan, you have to look at the costs of the total 
benefits involved, both basic and post-retirement adjustments. 


| If you look at only one side, you can draw a very misleading 
conclusion as to the total costs. For example, if we were to get 
back to the days of zero inflation, the indexing provision would 
cost nothing, but the basic plan would cost substantially more. If 
-we were to head to 20 per cent inflation, the cost to the 
Ppercentage of payroll of the basic plan would drop. drastically, 
j but the post-retirement provision would tend to go up. The only 
| proper way of determining the cost is to submit yourself to the 
discipline of looking at the combined benefits and doing a 
combined actuarial evaluation. 


| To be best of my knowledge, no such report has ever been 
published with respect to this plan, although one does exist with 
/respect to the public service of Canada, the federal public 
service. The very absence of that report leaves people such as the 
previous delegation to conclude that the costs of the indexing 
proportion “must be so° Nigh that: the" private: sector: couldn't 
conceivably match them. I don't think that a realistic examination 
of the figures would lead to that conclusion at all. What is 
needed is facts rather than sort of these horrible judgements, 
"This must be terrible. We couldn't match it." 


| Mr. Williams: A supplementary, LESs.1 2 Wight 7s onesecthds 
|excess interest matter, Mr. McCrossan, you point out in your 
report that this approach is not new. You refer to Canada Life and 
mcheveTTC as cexamples”~ of organizations “that ‘are’’-using™ it. You 
mention that the federal authorities have looked at it favourably 
and the Quebec people as well. When you say it is not new, how 
extensively has it been used by different organizations and 
groups? Is it really a proven commodity to date? How long has it 
been in use by such companies as the ones you mentioned earlier? 


Mr=ermicCrossanse¢2" cannot !ttells-you eiexactliyapbut ie think 

Canada Life has adopted it since the war. The TTC certainly has 
/had it in for at least a decade, and considerably longer now. Is 
it a proven commodity? Yes, I think it is a proven commodity. I 
think it is implicitly being used by a large number of employers 
to determine the amount of money available for post-retirement 
upgrades. As I have pointed out in my report, something like three 
quarters of private pension plans are making post-retirement 
adjustments. The average adjustment being made is about 60 per 
cent of the cost of living, or has been so. There are Treasury 
| Board figures that I am referring to. Those are the types of 
levels of protection which are provided by an excess interest 
approach alone. 


Mr. Williams: You say about 60 per cent of private plans? 


Mr. McCrossan: Three quarters of the private sector 
| employers are making that approach. 
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Mr. Williams: Is this the true excess profit approach 
that you are talking about? 


Mre \oMicCrossans a-NO~eiOn,~bhe: «contrarveus] ptninks. Chena se nas 
been a reluctance on the part of the private sector to go to 
formal plans. Now I am expressing a political judgement, I guess. 
As long aS governments were sitting there with unlimited cost-of- 
living indexing--at least the federal government--there was a 
feeling that if they committed themselves to something formal it 
was the thin edge of the wedge, and as long as the government 
refused to submit itself to discipline they were better off 
retaining their options. So in practice I think they have been 
Going it, but they have not been doing it on a formal basis. 


Mr. Williams: You are suggesting that policy in the 
public sector is inhibiting the private sector from making more 
extensive use of the excess profit approach. 


Mrn'o MeCrossanser Yes; odeythinke.«that.» is«:the uconclusion. that 
I have drawn. 


Mr. Peterson: I have just one final question. It is sort 
of a weird duck. It does not fit. It does not work the way of 
other plans in terms of the disposition of those funds and how 
they are treated by the Treasury. Are you advocating we treat it 
the same way as teachers' Superannuation, at least get it out of 
that kind of transaction? Number two, I understand that you are 
unhappy with the rate of return paid by the Ontario government. 
Why would you not stand up and say that the stuff should be 
invested at arm's length and not be invested in provincial 
securities and nonmarketable securities. Why would you not say you 
are tired of subsidizing the government but you avoid that 
question by saying you have no judgement on it. Why don't you? 


Mr. O'Flynn: We do not avoid the question. 


Mr an PetersonseYeSex VOUrt+dO sm Y¥OUe@V010..1tecby #.Say ing, «Vou mod 
not have any judgement on the investment of those funds. 


Mr. O'Flynn: nf tell you we have not - avoided the 
question. What we said is that at the moment we have no faith in 
the matter at all. What we are saying is you should change the 
legislation so that the whole matter is on the table and subject 
to collective bargaining with, of course, some punch behind the 
right to strike, not to enforce demands. That is a different 
matter. 


Mr. Peterson: There are a lot of things in here that you 
do not have any control over but you are coming here and making a 
suggestion. 


Mr. O'Flynn: That is right. 


Mr. Peterson: On that particular issue, why did you not 
bring a view to us? 


Mr. O'Grady: Mr. Peterson, ine «fact .j owe. miu in the 
submission. 
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Mr. Peterson: Where? 


Mr. O'Grady: What we have said is that from the point of 
view of the employees the fundamental issue is the rate of return 


imputed to the assets. 


Mr. Peterson: I understand that. 


Mr. O'Grady: You can address that in a couple of ways. 


The first thing we could do is simply have a different and better 








formula. That sort of approach is acceptable to uS, 
philosophically, although obviously we have to take a look at the 
formula that is on the table. Another approach is to simply manage 
the PSSF as a conventional fund. Obviously, there is some 


transition problem involved there. The PSSF already holds assets, 


Bnd =2t ¥is+ GOIng *to'“take™a--period of time: for: sthat portfolio “to 
become overwhelmingly in the private sector. 


112 noon 


We are open to that approach. There are clear and obvious 
transitional problems that we want to talk about with our 
employer. On top of that, since we take the view that the 
retrospective effect of inadequate interest earnings is that the 
capital value of the plan is too low, then that capital value is 
going to have to be upgraded in some manner as well. So we are 
open to the approach, which I believe you are implicitly 
suggesting, of putting the funds in the private marketplace but we 
are not advocating it. 


We are saying from the prospective of employees the crucial 
issue is the interest rate imputed. Then we are prepared to look 
at ways of dealing with that. If the government is not prepared to 


‘entertain a better formula, then clearly we have to say, "We would 
rather put our money elsewhere" with the emphasis on our money. 


Mr. McClellan: I have one question on excess interest, 


and then I'll look at your comments with respect to PURS. Do you 


have any sense of excess interest projects that are in effect now, 
whether there has been a problem in spreading excess interest 
between ad hoc adjustments and benefits, on the one hand, and in 
decreases in employer costs, on the other hand, and whether there 
isn't a potential problem there that excess interest will simply 


be used to reduce the employer costs? How do you make that 
Btail-safe, or is. that a problem? 


MO REMcerossan 2? OME “we'can fh retery you ‘tomathe jepar tyvin * “my 


report that talks about the report of the government's chief 
actuary, he indicated that there are three main variables: the 
rate of interest, the rate of salary increase and the cost of 


living. If all of them escalate relatively, what happens is that 


Bthe total cost of a plan with indexed benefits, if -you, will, 


remains reasonably constant. If you do not index the benefits, 


then the cost of the plan as a percentage of payroll falls. 


I think the conclusion you arrive at is that if there is no 
formal plan to upgrade pensioners in retirement and if an employer 


does not follow an ad hoc plan to do the same thing, then it is 


quite likely that the employer's cost as a percentage of payroll 
mei. fall. 
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Mr. McClellan: Have you documented that in any of the 
research work that you have done? 


Mr. McCrossan: Yes. The basic documentation, as I Say, 
is in the report evaluating the federal public service pension 
plan, which is produced by the government's chief actuary, Walter 
Riese. In fact, I have referred to the figures, the conclusions, 
from that in my report, which iS appendix two right at the end of 
this. 


Mr. McClellan: And you did find that employers’ were 
using excess interest to reduce their costs, in some cases at 
least, rather than making ad hoc adjustments? 


Mri wMcCrossarish)? \Iseithink®y pthesconclusion,,ithatm youd? ..woura 
arrive from the Treasury Board study is that with 75 per cent of 
the employers making those adjustments the vast majority are, in 
fact, trying to stabilize their cost and passing it through. 


Mr. Mackenzie: Did you say it amounted to 60 per cent of 
the cost-of-living increase? 


Mr. McCrossan: Yes. 


Mr. Mackenzie: And of those, 75 per cent of employers 
had made some adjustments? 


Mr. McCrossan: That is right. Obviously, the 25 per cent 
who did nothing have used the excess interest earnings to reduce 
their costs, Or possibly they experienced losses on_- the 
marketplace. It is quite possible they have invested in stocks 
which went down. 


Mrion O'Grady i teLfiiquh sscould i vjustiveadd Psayecomment +sthere,;ss 
would not want the impression to be drawn that we are advocating 
the excess interest approach and acknowledging that that only 
provides, on average, 60 per cent protection. 


First of all, on average, it would produce better protection 
and, second, you must keep in mind that the employee contribution 
rate in this plan is significantly higher than in the case of 
other plans that are using the excess interest approach. 
Typically, those plans would be five per cent or six per cent. We 
are seven per cent: six for the PSSF, one for SABA. 


Mr. i*McCrossans iIny factpt ifiayoul look pateathesrconezkusions 
in the report, taking” account of? the’ level) of ‘contribution, 19 
looks as if, if an excess interest approach were adopted 
immediately with respect to this year, there would be sufficient 
funds next -year for about a 9.1 per cent increase next year as 
opposed to the eight per cent cap. That in very large part 
reflects the fact that the employees are contributing more. To my 
Knowledge, there are no plans outside the private sector where the 
employees are contributing more for some protection. 


Mr. McClellan: Other people may want to come back to the 
excess interest thing, but I was interested in appendix one on 
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page 49 of your brief. I may be wrong, but I think you are the 
first delegation that has come forward with at least the 
preliminaries of a detailed analysis of the PURS proposal. Despite 
jtheir great enthusiasm for PURS, even the representatives of the 
trust companies did not have any detailed analysis, although I am 
sure they could speculate on what lay ahead for them. 


| Referring particularly to point five of the appendix, you 
have had some work done for you, some work that seems to challenge 
the assumption that PURS would provide replacement income in the 
order of 19 to 20 per cent of average industrial wage for an 
average industrial wage employee who contributes for the required 
ma? years. ‘Could you elaborate’a little bit’ on that? 


| Mr. O'Grady: We have not so much challenged the figure 
‘of 19 per cent of the mature PURS plan, which matures 47 years 
after implementation. What we have said is take a look at that 19 
per cent and ask what assumptions that must rest on. Among other 
assumptions, it must rest on a particular relationship between the 
rate of interest and the rate of wage increase. 


| Thenpesit- you take a look at the work done~ tor the 
commission, you can see that it iS assuming a certain general 
relationship between the rate of interest and the rate of wage 
increase. If I am not mistaken, the relationship is that, in 
/general, the interest rate will exceed the rate of wage increase 
by one per cent. What we have said iS not to dispute that, if that 
happens. The mature PURS plan produces a 19 per cent income 
replacement for the worker earning the average industrial wage and 
having an uninterrupted career. 


| Mr. McClellan: Is that assumption that wages will exceed 
inflation by one per cent? 


Mr. O'Grady: No, that wages will exceed the interest 
rate by one per cent. What we have said is, "That is a very 
interesting assumption. Why on earth would you make it?" Rather 
than take a look at the forecast reasons, the prospective reasons 
for making that assumption, we have said, "Let's take a look at 
fsome historical experience and see if, in fact, that crucial 
relationship between the rate of wage increase and the rate of 
interest is stable and if it is in the same order of magnitude as 
the one you are assuming." 


The answer is essentially that it is not stable. That means 
that a PURS-type program cannot offer a reliably predictable 
income replacement proportion. Philosophically, we take the view 
that that is what pension policy is all about, a predictable 
| income replacement. If you can't do that, you really haven't 
passed the PURS test. So we say the commission has provided no 
basis whatsoever for suggesting stability in that crucial 
relationship or a reliable 19 per cent figure. 


| Mried McCleltansa"het #imemypursue /sthis’ssust>’ iso j7that., ci 
understand it. On page 51, in the income replacement proportion 
table at the top of the page, you indicate that with a relatively 
small variation of the relationship between wage increase rates 
and interest rate increases you could have a tremendously high 
mc eplacement-- 
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Mr. /°9O'Grady: +Ando itee@might Whe tconmplicatedsy f0nther ery 
saying that over that 47-year period, if the relationship is 
unstable, the effects will be further different, depending on when 
those changes from the assumed relationship take place. 


Mr. McClellan: Yes. The replacement could be as high as 
26 per cent or it could be as low as 12 per cent, depending on 
very small variations in that ratio between wages and interest. 


Mr. O'Grady: They are not that, small,,. but. historically 
they have happened. 


Mr... McClellan: afust«.sod#sl). understands ithe = columny.swage 
increases minus interest rate, what kinds of differentials are we 
talking about in that column? Do you know? Do you have that 
material with you? 


MremiO"GradyzeceDo.5you .mean,n.at.»sthis.. very,~.moment?..]..am, Noe 
sure I quite understand you. 


Mr. McClellan: I do not understand the base numbers. 


Mr. O'Grady: They can be any base numbers at all) within 
a reasonable assumption range. I do not happen to have the work 
Sheets with me but I can certainly make them available. I did not 
do the work and I credit someone else with it. 


Mr. McClellan: I realize that. I would be interested if 
we could have it to have the complete study or as much of the 
study as it is possible to obtain. We have asked Mr. Bentley to do 
an analagous study of the PURS program and it would be interesting 
to compare it with the work you have done. It illustrates a real 
concern that we have expressed repeatedly that the level of 
benefits under the PURS program is totally unpredictable. I will 
just leave it at that for the time being. 


Mr. Mackenzie: There are two things that struck me that 
I wanted your comments on briefly. First, on page 39, in terms of 
the coverage I guess what you are saying for a start is that 50 
per cent of the males and 68 per cent of the females are not going 
to attain a full pension out of the PSSF plan. 


Mr. O'Grady: Yes. Those are the numbers we came up with 
in looking at the data that was available to us. Miss Aboud was 
here on August 11 going over the report with you--and I just quote 
from the transcript. She is referring, I believe, from the context 
to the public service superannuation plan. On page 9 it says: "Not 
less than 30 per cent are vested; less than 30 per cent get any 


kind of pension." In fact, the numbers she had, which I assume are 


based on more data than was available to me, suggest the situation 
is worse. 


Mr. Mackenzie: So this is one of the few indications we 


have that we do not have the coverage we are led to believe we | 


have, even in what is supposedly a good plan. 


Mr. O'Grady: That's right. Effective rates of coverage 
are much lower than apparent rates. 
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Mr. Mackenzie: "Effective rates" are the key words but I 
|} think that is important too. 


BoeweOcuerPaCh ane Louny OUbem tilil OG. sPOUNt in VSUNMaLyY.. ct is 
/ something I have been concerned with from the beginning. There is 
no question then that one of the basics we have to put to rest for 
-all time is the fact that your pension payments are in effect 
yours or deferred wages. 


| Mine O° Plynn: youre. sl think “the. best tway to*look at .1t is 
mcthat it is (inaudible). 


inter jection: Pay packet. 
Mrew O'Flynn: It is*ours; it belongs to us. 


Mr. Mackenzie: Surprisingly enough, barring the board of 
trade and I think one other group, there seems to be a growing 
; acceptance and an even strong acceptance of it. I think that 
mcertainly colours some of the decisions you make in terms of 
improvements either in the private plans or what we do in terms of 
i public plans. 


| Mr. O'Flynn: We were like a voice in the wilderness 
| beating that drum for years and years. As long as I have been 
involved with this union, I have been beating that drum for some 
pcontrol over pensions and for respect and recognition. that it is 
the members' money and they have property rights on it. 


| Mr. McClellan: Just one supplementary. For the record I 
-assume--and I should ask you--that you support the position of the 
'Ontario Federation of Labour with respect to long-term reform of 
the pension system lying in the direction of expanding the Canada 
pension plan. 


| Mr. O'Flynn: As a vice-president of the federation, I 
jwas a a party to that. 


Mreecelellan se Rignt.) sLestnougnt):;it "was ).important —to “put 
that on the record because if it was not, your position would 
undoubtedly be distorted at some point. 


| Mr. O'Grady: In some sense, I Suppose. You can even look 
at the public service plan. | 


Mr. Chairman: That is not a very fair comment. 

Mr. Mackenzie: But a very accurate one. 

MY eeeMeCele Llanes fl gwasie1USt. Getting can wittlLe tired sot. ithe 
mand of stuff ‘that is being put “into my mouth about. the 


mi(inaudible) of CPPs . I started to correct the record on that. 


Mr Charman: Mr. e McClellan, vou. Yare, “quite able. to 
defend yourself and you are doing so admirably. 


Mr. McClellan: I know that. 
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Mr. Chairman: I thank you very much. We certainly 
appreciate your presentation and the support you have given to 
your statements. I think the research has been admirable and we 
appreciate your coming forth. You have been very helpful. 


The committee adjourned at 12:15 p.m. 
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ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
(continued) 


Mr eieChairman: pil)\isee ~a.) quorum: We have with us “this 
afternoon the Canadian Life and Health Insurance Association. I am 
wondering if someone would like to introduce the delegation and 
then present the brief in any way you would like, remembering that 
the members are anxious to ask questions. 


Mr. Panabaker: Very good, Mr. Chairman. Thank you very 
much. My name is John Panabaker. I am president of the Mutual Life 
Assurance Company of Canada from Waterloo. 


With me are three Ontario members of the association's 
committee on the future of the pension system. On my right is Mr. 
Rob Dowsett, president of Crown Life. On my immediate left is Mr. 
S. Jackson, president of Manufacturers Life. On my far left is Mr. 
Jack Rhind, president of Confederation Life. 


In addition, we have two senior members of the staff of the 
Canadian Life and Health Insurance Association sitting in the 
first row yonder. They are Mr. Gerry Devlin, executive vice 
president, and Mr. Frank Speed, vice president and actuary. At 
certain points in the afternoon we may ask one of these _ two 
gentlemen to take a place at the table and respond to some of your 
questions. 


Mr. Chairman: Whenever you wish to bring in aé_e fresh 
line, Mr. Panabaker, it is all right with us. 


Mr. Panabaker: That is right. We have a defensive line, 
an offensive line and so on. 


Mr. Epp: You are better off than the Argonauts. 
firs SPP 


Mr. Panabaker: I might begin by setting the stage and 
taking you through the summary brief. We are better than some 
organizations; we not only provide you with one brief, but with 
two. 


Mr. Chairman: For the information of the members in case 
they have not discovered them, they are Exhibits 70 and 71 in your 
binders. 


Mr. Panabaker: Reemacgntaecust introduce our thinking 
briefly to the members of the committee, and then we can spend the 
afternoon in fruitful dialogue. 


I suspect that by about this time, members of the committee 
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are deep into the pension swamp. One consultant to the federal 
government who was brought into this question a few months ago 
spent a few weeks at it and described it as such because it was so 
complex. 


I tend to think of the pension issue as more like the 
elephant in the old Ontario reader--you remember the poem about 
the blind man and the elephant; everybody came at the question 
from a different point of view. They said it was like a wall, a 
tree, a snake or whatever. No one saw it whole. I think the great 
danger in the pension question is that we do not see all the 
dimensions that it has. 


I can identify at least six very key dimensions to the 
pension issue: the demographic, the social, the economic, the 
constitutional, the ideological and the ethical. If you want me to 
propound on the philosophy, I will be glad to stay here for as 
long as you want to: talk about -it.. But do not chink. Chatwrsmcie 
purpose of the afternoon. However, as we make our presentation, I 
think we must keep in mind all thdSe different dimensions to the 
issue. 


The Canadian Life and Health Insurance Association 
represents 125 Canadian life inSurance companies who administer 
about 70 per cent of the private pension plans for Canadian 
employers, but those plans cover only about 13 per cent of the 
members of Canadian private pension plans. This is because we tend 
to service the smaller employers and the smaller plans. The larger 
ones tend to be independent. 


Another point I would like to make by way of introduction is 
the perception that there is, somewhere, a pension industry. There 
is, in fact, no pension industry per se. There are various players 
like our industry, like the trust companies, whom I believe you 
heard from, like the consultants, the unions and the employers. It 
is very difficult to find any sort of commonality among all these 
different players. I think one of the reasons reform has been so 
difficult to achieve has been this very fact that so much of the 
interest, concern and approaches are related to these different 
groups of people. 


A further introductory ~point ‘that 1 think Sis) importanca.> 
the fact that there has been, over recent years, a very much 
changed perception of what is involved in a pension plan. It is 
not that many years ago that a pension plan was very much 
considered to be a means of rewarding long and faithful service. 
in. .more, recent.-,times: them trend. .of garhinking, and aetoise owas 
highlighted at the National Pension Conference, has moved closer 
and closer to thinking of pensions as deferred wages or deferred 
compensation. 


Even in the best of that thinking, I do not think very many 
people have come ali the way to saying that pensions are purely 
deferred wages. But the way people are regarding them today they 
are looking more and more at them in that kind of way. 


The summary brief that you have sets forth the scope of what 
we would like to talk about this afternoon: our views on the 
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report of the royal commission and some additional comments on 
certain selected topics. This is dealt with in the Supplementary 
brief at quite considerable length. 


I should say first that we endorse the basic thrust of the 
commission's report, and that means that we accept the position 
that there should be substantial reform in the pension sector in 
Canada. We believe that steps should be taken to improve the 
income position of those already retired and that there should be 
particular emphasis given to the position of the single elderly. 
We do not believe that this is fundamentally an issue of pension 
reform, because many of these people went out of the labour force 
without significant private pensions because the private pension 
system had not matured, and, indeed, before the Canada pension 
plan itself had matured. So the problem of poverty among the aged 
is something that society should be addressing as resources are 
available, and that should be a top priority. 


Our second view is that the Canada pension plan should in 
general not be expanded. However, we do recommend that two things 
be done with respect to the Canada pension plan: first, that the 
plan be brought up to its originally proposed scale as quickly as 
possible--that is to say, that yearly maximum pensionable earnings 
should be increased to the level of the average industrial wage as 
soon as it is feasible; and second, that the child-rearing dropout 
provisions currently found in the Quebec pension plan _ be 
incorporated in the CPP. 


We are not advocating that the Canada pension plan, even the 
Canada pension plan at its present scale, should be increased to 
the full funding level. We think an appropriate and sensible way 
of approaching the question of funding the Canada pension plan 
should be a gradual increase in the contribution levels to a level 
that would be more representative of the cost of the benefits in a 
Mature situation. 


Finally, we think that legislative changes should be 
directed primarily towards making private pension arrangements 
more effective. 


We would like to stress with the members of the committee 
that, despite all the work that has been done up to date, we are 
not satisfied that there is a clear picture of the characteristics 
of persons covered, but not covered by employer pension plans. For 
this reason it is difficult to determine which legislative changes 
would be most effective in increasing the retirement income from 
private plans. 


For example, there is the question of whether or not people 
below the age of, say, 25 should be covered by a private plan, and 
are. Are there people here in the statistics so far who are 
considered not to be covered who are merely in a waiting period 
with their present employers, and so on and so forth. There is 
still not adequate statistics on that, in our view. Mr. Jackson 
may wish to say something further about that later. 


If, in the view of the members of this committee, it seems 
that coverage is an important issue that has to be addressed as a 


priority, then it is our recommendation that a system of mandatory 
private pension plans be implemented which would supplement the 


present public plans. 


We have some concerns, however, about the PURS system, which 
was proposed by the royal commission, .in» its present form. )We 
believe that it is rather too rigid: It locks everything into one 
single “mold; it iswin effecti:adsavings: plans Weswould -prefers to 
see a system whereby employer involvement could be combined with 
individual savings arrangements and where the present structure of 
the private pension system would be built oon rather’ than 
supplemented to the degree that seems to be suggested by the royal 
commission. 


Mr. Peterson: It's very important to me: Could you give 
us more details of what you have in mind if mandatory legislation-- 


Mr. Panabaker: Yes. We will be doing that as I go along. 
2220) De Ms 


However, if a mandatory plan is put in on the kind of scale 
we would suggest, we think the committee should be very careful 
about the degree to which it imposes further constraints and 
legislation on the supplementary benefits beyond the mandatory 
plan. 


One of the reasons for putting in a mandatory plan is the 
acceptance of the principle that in every employment situation the 
employer and the employee jointly are more or less responsible for 
a degree of the employee's post-retirement income and that society 
has a right to say that in every employment situation that 
responsibility exists. If that's the case, then any supplementary 
benefits over and above the mandatory plan should in fact be 
voluntary and be done more or less on the basis of mutual 
agreement between the union and the employer or between the 
individual and the employer as seems appropriate. 


If, however, a mandatory plan is not brought in, then we 
think there is room for significant changes in the legislation 
governing pension plans. We will be discussing that in a bit more 
detail in a few moments. 


Our association has already proposed and taken = some 
important initiatives to make available approaches which would 
improve private pension benefits and coverage. We have introduced 
an arrangement to improve portability of private pension benefits 
and a copy of our material has been placed before you. We will be 
Shortly making available through member companies a unified plan 
which we expect will increase pension coverage among employees of 
smaller employers. 


Mr. Speed can tell you more about that if you are interested. 


On the subject of inflation protection or pension indexing, 
Our association endorses continuation of the present method of 
indexing public retirement income programs, that is to say the OAS 
and the CPP, and opposes the idea of any legislated requirements 
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for price or wage related indexing of employer sponsored pension 
benefits. We also believe that there are some serious flaws in the 
inflation tax credit proposal made by the commission. We suggest 
as an alternative that consideration be given to legislation 
requiring that investment earnings in excess of some established 
minimum interest rate be used to supplement pension income. 


This is the so-called excess interest indexing and there are 
some problems with it which we might discuss in some detail later, 
particularly the question of retroactivity, but we believe this is 
the soundest way of approaching the question of inflation 
protection in the private sector. We endorse the commission's view 
that public service plans in Ontario should be subject to the same 
regulations, funding requirements, as private plans and should not 
be more generous. 


A few more comments about the Canada pension plan; this 
question of the expansion of the Canada pension plan takes us to 
one of the fundamental ideological issues, one of the really basic 
gut issues that are involved, and that is to say, to what extent 
should society be collectively responsible for the pensions of its 
members. Our own approach, or my own approach--and I don't think 
the association has put it in quite these terms--is that a pension 
should be in fact a tripod: the tripod being made up on one side 
of .the public plans for which society takes the responsibility and 
we take a responsibility for one another collectively, a second 
leg of the tripod being the employer sponsored plans and the third 
leg being private savings. 


Given the uncertainties of this world and the long-term 
nature of any pension planning, I believe that the tripod approach 
Minimizes the risks and offers the most likelihood that we will 
see a reasonably satisfactory result. 


On pages three and four of the brief, you will notice some 
Of “the” -concerns ‘wer have’ “about *other+ CPP," partircularivecthe 
demographic factors of the ratio of contributors to pensioners. 
Near the top of page four is stated a concern that we also have, 
which is if CPP were expanded on a fully funded basis enormous 
investment funds would be created and would change the nature of 
the Canadian economy and Canadian society. 


The third point is the disruption of the private pension 
plans which are at the present time a significant source of 
capital for Canadian industry and housing. The final one is the 
question of subsidies in the Canada pension plan which are 
referred to sometimes as upside-down welfare since they tend to 
subsidize those with higher earnings more than those with lower 
earnings. 


Then there is the question of mandatory private funds. This 
brings out one of the other really basic issues, which is, not to 
what extent society should collectively take responsibility for 
everybody's pension, but to what extent society should say to me 
and to you, "You must set aside some of your income during 
employment years in order that you will not become a charge to 
Suciety  arcter~ youe'retire. “Phat “readlly+ is3S’thewiiquestion of 
mandating, this philosophical debate over the degree to which 
society can or should make that kind of judgement. 


If mandatory private plans are decided as being the 
appropriate approach, then we believe that a system whereby every 
employer should establish a plan that meets the minimum standard 
should be considered as an alternative to the rigid PURS proposal. 


Mr...» Peterson: You do. not...have..an .opinion .on..the. basic 
question whether we should or shouldn't. You are just saying, "If 
we do, then this." What are you saying? What is your opinion on 
the gut question? 


Mr. Panabaker: The association-- 
Mr. Peterson: You have avoided it twice so far. 


Mr. Panabaker: I have avoided it twice because I do not 
think we have enough information to make the final judgement at 
this point, despite all the studies that have gone forward. 


Mr. Peterson: Everybody leaves all the rotten questions 
COMUS.. 


Mr. Panabaker: I beg your pardon? 


Mr. Peterson: Everybody leaves all the tough decisions 
to us. 


Mr. Panabaker: I think those are appropriate decisions 
for our representatives to make. 


Mr. Peterson: You do not have an opinion on that basic 
question? 


Mr. Riddell: If we make the wrong decisions we get hell. 


Mr. Panabaker: Exactly. At the National Pension 
Conference we took the line that it looked to us as if it would be 
necessary to have a mandatory plan on the basis of the information 
regarding coverage that seemed to be available at that time. 


Thinking about it further, we are no longer quite so sure 
that the mandatory plan is required. Our approach over the last 
year and a half that we have been working on this is that it 
looked as if there was a problem with coverage. Under those 
circumstances we tended to be driven rather reluctantly in the 
direction of a mandatory plan. That is about all I can tell you. 


Mr. Peterson: You are saying now there is not a problem 
with coverage? 


Mr. Panabaker: I beg your pardon? 


Mr. Peterson: You are saying now perhaps there is not a 
problem with coverage, or at least you are reconsidering that 
question. There has been a considerable difference of opinion on 
that question by people coming before this committee. 


Mr. Panabaker: I would like Mr. Jackson to comment on 
that question. 
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Mr. Jackson: Yes, Mr. Chairman, there have been a 
tremendous number of commissions looking into pensions, and a lot 
of studies. It is astounding to me that the one question that has 
not been well researched in Canada is the question of the 
characteristics of the uncovered population. We have recently been 
up to Ottawa and talked to Mike Kirby about this whole issue and 
the provincial-federal relations and suggested to him that it 
would be easy for the federal government to do a special Survey on 
this question. He is considering that now. 


But the type of survey we have in mind is the survey that 
was done for the President's commission in the United 
States--there is a President's commission on pensions, I am sure 
it has been referred to at previous hearings. There are some 
statistics in the United States which give you sort of a clue as 
to what the’ situation might be here. Obviously, you’ transfer 
American figures to Canada with peril. 


My Own view, operating in both Canada and the United States 
is that these are the sorts of things that I would expect out of 
such a survey in Canada, but I think it is important we get those 
Canadian statistics. In 1979 there were 34 million private wage 
and salaried workers not covered by pension plans in the United 
States. They then give some of the characteristics of them, which 
I think are important. 


The two most important statistics, I think, are that 58 per 
cent of them were in firms with fewer than 100 employees. I would 
like to see that broken down. I would like to know if you went 
down to 25 employees, what sort of a population it would have. My 
own feeling is that a very high proportion of the uncovered people 
who should be covered are in that small employer group. That 
raises some very important questions I think. 
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The other important statistic is the income level and it is 
more important in Canada than it is in the United States because 
of the characteristics of our social insurance scheme. We have old 
age security, which is a flat benefit, and then a Canada pension 
plan on top. It is our view that old age security and Canada 
pension provide a very good base and a sufficient replacement 
ratio that there is no need for additional coverage if you are at 
Or below the level of half the average industrial wage, which is 
around® $8, 500*=rightnow.° So “rf vou are “earning #$8,/500,>-f£iretreor 
all you cannot afford to make contributions and, second, when you 
retire you will get a very high replacement ratio with the Canada 
pension plan and old age security. If that is not satisfactory 
then it will be supplemented by Gains and GIS. 


The fact is that in the United States 28 per cent of the 
uncovered earn less than $5,000 and 37 per cent earn between 
$5,000 and $10,000, so earning less than $10,000--which is the 
closest figure I have to the $8,500 of half AIW--are 65 per cent. 


Mr. Epp: These are family incomes? 
cite EPP 


Mr. Jackson: These are individuals I assume. I'm sorry, 


IL just. have..a..summary) heres So 65, pergacent, of: ethee uncovered @ 
population is earning less than $10,000. I think those are the two | 
most important things, that most of the uncovered are with small | 
employers and a fairly significant percentage of them earn a level 
of wages where they cannot afford to make contributions to a 


mandatory plan on top and there is very little need for them to 
have another mandatory plan. 


I. guess. that is the, sort..of. thing. that, drives. ,us_.to the 
question that if you were to have a mandatory plan--I guess I am | 
anticipating the review that Mr. Panabaker will read, but we are 
suggesting that if you have a mandatory plan it only applies to 
incomes above a half AIW. It would really apply mostly then to 
small employers and there are a number of implications in that. 
What does that do to the competitiveness of small employers? A lot 
of them are marginal employers and will this force them to go out 
of business? A big part of it is the complexity as much as the | 
cost. A lot of these small employers are concerned about the 
complexity. I know you have had a lot of discussions with the 
small business people and are probably familiar with that problem, 
so maybe I should stop right there. 





Mr. Chairman: We may be coming back to you after you 
have finished with your presentation. It is an area of interest. 


Mr. Peterson: The 34,000 workers, does that represent | 
the work force-- : 


Mr. dacksons Jt's 134 misiion.s 


Mr. Peterson: What percentage of the work force is that? ' 











Mr. Jackson: Here is another way of looking at it. The 
percentage of all employees covered by private plans is 42 per 
cent; employees aged 25 and over, 47 per cent are covered, and if © 
you take the ARISA standard, which is the pension standard in the 
United States, which is more than one year of service and 1,000 
hours of employment per year, 58 per cent are covered. What this 
is really referring to is 42 per cent being covered and so this is 
58 per cent of the workers in the United States. Fifty eight per 
cent are uncovered and 58 per cent is equal to 34 million, so 100 
per cent is something like 60 million. 





Mr. Peterson: Do you suspect those figures are about 
comparable in Canada? Is that what you are telling us? 


Mr. Jackson: Yes. I suggest that they have the same 
characteristics,, but siw«dey, notesthink we «ican... crelyy.on~sust 
transferring them over to Canada. I think we need our own survey 
and Ido ynots think ptwiswmthatesdterrcult to. d6..a survey... i was 
astounded that after all this talk the survey has not been done. 


Mr... -Petersonies, A number. ;Ohsi people arfactoronmnoga Luzot aor 
different things, RRSPs, deferred profit plans and houses, small 
businesses, farms and all that stuff. Some people are arguing that 
in fact there is 80 per cent coverage now, if you take in all 
those kinds of different individual arrangements for looking after 
retirement income. Of course, some of these people never retire. 
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Mr.Jackson: I think it is too important a question to 
pass legislation when you don't know the characteristics of it anda 
I am just astounded that we haven't done surveys on it. 


Mr. Peterson: It wouldn't be the first time we have done 
tc. 


Mr. Chairman: I am glad to see you claim credit for 
that, Mr. Peterson. 


Mr. Panabaker: Mr. Chairman, Mr. Peterson asked how our 
mandatory minimum private pension plan might differ from the one 
recommended=by ~the ‘commission,. as I understood one of his 
questions, and if you look at the supplementary brief, on page 
Sax, 9 there syou -will..see, for..the -next number. of pages the 
Characteristics that we would suggest in a mandatory system 
contrasted with those suggested by PURS. We can go through it in 
some detail if you wish, but it would be fairly lengthy. 





Mr. Chairman: I don't want to exclude the range of 
discussion for the sake of exhausting maybe one particular area. I 
will leave that with you. I know there are a number of members who 
have already indicated anxiousness to ask questions and I thought 
maybe if you had finished presentation then we could go on. 


Mr. Panabaker: The only other thing I would like to say 
by way of introduction is some of the reforms that we would 
suggest be made if there were no mandatory plan, and then we could 
just come back and discuss the characteristics of the mandatory 
plan. These are summarized beginning on page six of the summary 
brief. 


We would suggest that vesting would be required after five 
years of service or after one year of service of age, if age plus 
years of service add up to 45; portability should be made 
available to all pension plan members with vested benefits; that 
plans would be required to permit a terminating employee to 
transfer funds from the plan to the plan of his or her new 
employer, to permit a new employee to transfer to the plan funds 
from his or her previous employer's plan and to receive additional 
credited service for those funds and--this is the key to our 
proposal--that in the way in which these would be calculated, to 
treat both terminating and new employees in exactly the same way 
when calculating the amount of funds to be transferred for a 
terminator and the value of additional service credits to be given 
a new employee who wishes to transfer. 


This is to keep the employer honest. If he has to treat the 
person who is leaving in the same way as he treats the person who 
is coming, then you can expect a degree of even-handedness in that 
respect. 


Another approach of course would be to require that the 
value at the employee's option be transferred into a block RRSP 
type vehicle or PURS type vehicle and that would also achieve, if 
the calculations were made properly, a high degree of portability. 


As I have said earlier, we think that the excess interest 
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indexing should be used and it should be phased in in such a way 
to avoid sudden substantial increases in employers' pension costs. 
We have suggested a number of ways of doing this, particularly 
using tne ‘base’ ratevRoL iG Lx per’ cenv.e" Thateitsiscot~ sam chat 
investment earnings ‘over! six'*per cent of the fund with respect ito 
the reserves held for the pensioners themselves would be applied 
to increase pension incomes. 


We have suggested some possible ways of phasing in that 
requirement for inflation protection, and we spend a little bit of 
time on page seven discusSing the portability system which has 
been introduced by the association. About 20 life companies have 
included this portability feature already. Thirty more plan to do 
so by 1985. .2I think’ many of" the’-ones® who“ have =not" done) sovyet are 
Waiting for “some “indication Wolf how “publics policy is#tqoingstos ca. 
The 50 companies who are planning to operate in this area account 
for. about 7/3 «per cent® of Canadwan premium income yp nurs thisess Mog 
a scheme that applies only to the life insurance business. It can 
be used by any employer and we have provided you with some 
documentation as to how an employer could make use of it. 


We are in the process of developing for regulatory approval 
a small pension plan designed to appeal to small employers. This 
will be called the uniform pension plan, and in it many of the 
characteristics are common. The insurers will compete for business 
on the basis of investment return and investment options. 


2:40 pe. 


Mr. Riddell: Are you referring to the same brief that we 
are? I have been trying to follow you. I don't see anything about 
portability on page seven. 


Mr. Panabaker: There are two briefs. There's a 
double-spaced one, and then there iS a Supplementary one that is 
in very much more detail. 


Mr’. Chairman: Theyware Exh rbpiits 770) -andichl: 
Mr. sRiddeli: “Oh, “you Tanie Son? Exnibre70, \Poqathers 
Mr. Panabaker: I am on Exhibit 70, I presume. 


Mr.) “Riddell: Pardon nie. r= -navem been ery ing tos foblowlsyou 
and 1 couldnt. 


Mr. Panabaker': -Okay.°°So* we? aremmoer Mthel wiew /that @there’ is 
a very substantial degree of consensus emerging on a number of 
subjects, particularly on the need for more immediate vesting; on 
the need for some form of portability / whether” it’ be “the “kundizor 
scheme that the Canadian Life and Health Insurance Association has 
Suggested or the use of block RRSPs to achieve it; on the need for 
reforms in the area of providing survivor pensions, and probably 
some approach to the excess interest earnings where inflation 
protection should be used and introduced over time to assist the 
pensloned portion of the population. 


. Mr. Peterson: How much time would you need to phase in 
(inaudible) on excess interest? 
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MIke Faleabakersayit “depends on ‘how. you approach Jit. jOne of 
che ways*1s sto apply it only to pension benefits accruing after a 
veLtoartimrdate voAnctherm wouldobes<tov;start with a rate o£, Say y, Six 
per Cent, iandigradually over a period of time to.-lower that. You 
would get some inflation protection immediately; you would get 
more inflation protection over time as you lowered the base rate 
from six to five, to four, to whatever. That would be a matter of 
fiscal policy, of public policy at the time, depending on what 
people thought the economy could support. 


Mr. Jackson: I guess the employers are looking at it in 
peecoca sl picture. sou" can’t “take’one* item and say how ‘East’ that 
worlobe,becausel ite that"s: the only item it can berfaster than if 
aces GMUOtIOL bOLnermnithings.4/SO0 syvous have» tosselook satvathe, total 
picture. 


OU Own “Leeling is that’ it “you ~legislate” this *for "future 
service you can't legislate it for pensions in payment. If you 
legislate an indexing of pensions in payment you will find that 
some employers just can't afford it, because the amounts of money 
we are talking about are very, very Substantial. Some people would 
just discontinue the plan. So we don't think it's appropriate that 
the legislation recognize it. 


If it's legislated prospectively then the pressure is going 
to be on the employers who can afford it to give similar treatment 
BUM CiOsSe "WhOwkale Tecired.“"SoO" Ts*=think ‘you “will "fina that” “the 
coverage of people with excess interest will go much faster than 
the legislation, just because of the pressure of the active and 
retired employees on an employer who can't afford to do it. Once 
you have said this is socially desirable, because your legislation 
Said you are going to have to do it in the future, then those that 
can will do it retroactively and be under increasing pressure to 
gO SO. 


Mr. ‘Panabakers) Mr. Chairman, »coming . back»s,to , the, question 
of the characteristics of our mandatory plan, I would refer the 
members, I think, to Exhibit 71, the second exhibit, and to page 
Six. cee di i'm right. I'm not sure they are going §toegetan ceithe 
same way I do. 


There you~ see the mcharacterist3css jiof an alternative 
Mandatory plan to PURS. The basic requirement would be that every 
employer would have to establish a pension plan tor employees 
which meets the requirements of the legislation. This could be 
accomplished through participation in a multi-employer plan such 
as the one that our industry has suggested; it also could be done 
bv Uusindlaasclorme oka yRRSPis Wert recognizes that) “there” jwouldy ibe 
administrative complexity, and we would suggest that again it 
would have to be phased in over a period of time. 


The difference between our position here and the one of the 
royal commission is essentially with respect to the way in which 
the commission has concentrated on the PURS approach. We are 
Suggesting a broader kind of approach that would utilize a variety 
of different plans. We will see that-- 


Mowe eCureatz: Just ‘on-rthat point, Mr... Chairmange Dbawoula 
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Like™'to “ask “one Vquestion™ very “quickly. = «in: sretavtion .lor FyOur 
portability” you-*would "solve tne problem “ofan employees going “co 
another company that does not have a pension scheme by legislation 
that would reguire all employers to have a pension scheme? 


Mr. Panabaker: If there's a mandatory plan with certain 
characteristics then the portability ceases to be a problem, 
because you move sums of money from one mandatory plan to another, 
and so’ it-‘goes. Tf there dsione’ mandatory plan theniryowthaverto 
make special provisions for providing reasonable termination 
benefits to achieve a degree of portability. 


Mr; Chairman: 2 1' "gather “what #youe “ares sayingrsrsd"that fim 
terms of existing employee plans there is no need for any PURS 
type of plan or Supplementary plan, assuming that certain basic 
reform in the legislation takes place. 


Mr. Panabaker: That is correct. 


Mrs -(Charrmans! sNowwyous turn Sto ithe’ -areatior coverages sou 
try to address that problem, and I gather what you have said is 
that the problem may not be as acute aS originally perceived. 


Mr. Panabaker: But we are not absolutely sure. 
Mr. Chairman: There is an unknown there. 
Mr. Panabaker: Yes. 


Mr. Chairman: “Now “you "are ’osaying® that®?insVorder to 
address that problem of coverage there will have to be some 
Mandating either on a universal basis by providing some standard 
in implementation again to the private sector. 


Do you see a need--I guess maybe that's a premature question 
until we determine just what that group is, how large it is. But 
are you assuming that there will be a need to address that 
question of coverage in addition to the legislative reform of 
existing plans? 


Mr. -DOWSECCS Mr.” Chairinnan, Tio ll bmignt,) le think = felon c 
help if we went on with the discussion of the differences between 
PURS and the minimum mandatory plan that we have suggested. 


One of the keyS iS on page nine, which is going to help 
answer this question. On page nine we have shown figures for three 
types of employee. One iS earning 50 per cent of the average 
industrial wage. Our form of minimum mandated pension plan would 
not “call »>“tor “any ercontribution® ots anys iainveivement. stor tthae 
employee, because we feel that some of those right there now in 
Our work force who are not covered are people who are making less 
than that'''ineome,” cannot “afford ~to- make’? contributions, **because 
their level of income is low, and are already covered through CPP 
and OAS adequately and will have adequate replacement ratios. So 
Our form of minimum mandated plan, then, would have a formula for 
pension contributions and pension benefits which would say that 


the man or woman who is making 50 per cent does not have to do 
anything more. 
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For someone who is making 100 per cent of the average 
industrial wage our suggested minimum mandated plan-would«Gatll »-for 
an employee contribution of two per cent of that employee's 
earnings. And for someone making 150 per cent of the average 
industrial wage our minimum mandated plan would call for an 
employee contribution ot 3.83 per cent of total earnings. 


yee Les Lt Ota thiss would be that if,our form ~oL minimum 
mandated plan were introduced it would not create any new pension 
benefits for a large sector. That's what we do not know: how big 
that sector is, how many of the people who do not now have a 
private pension plan are earning less than half the average 
industrial wage. This is why we suggest getting some more work 
done on the uncovered population. 


But even before we know the answers, if we are going to have 
a minimum mandated plan, our form of minimum mandated plan, which 
is different to PURS--you see, PURS ould call for contributions 
by all of those employees on their earnings whether they are 
making half AIW, AIW or 150 per cent of AIW. 


23.5.0. DM. 


Mr bamiclie Liens Coulda I stop you. for a Minute? I rearize 
you have done this twice now, but I have still missed the point; 
that 1S, why you are recommending that those who earn less than 50 
per cent of the average industrial wage be, in a sense, excluded 
from pension coverage? 


Mr. . Dowsett;s .Well, turn back one page to page eight, 
where there is a table of replacement rations. By replacement 
ratio we mean the income received after retirement aS a percentage 
of the income received before retirement. This is disposable 
income before retirement and disposable income after retirement. 
Let's take a figure on that table. For someone who just before 
retirement haS a gross income-- 


Mr. McClellan: Disposable means net income? 
Mr. Dowsett: Yes, after taxes. 


Mr.. Panabaker: After taxes and after the way in which 
OHIP and all these other things change at retirement. There is a 
a1 Scussi1On ob that On page 22., You. can look that up. 


Min wMCcouLe. Lane Okay.) Thanksyou. 


Mr. Dowsett: For a single person, our form of minimum 
Mandated plan would yield the replacement ratios shown for a 
Single person under the heading "association," which is 70 per 
cent for a person earning 50 per cent of AIW The bracketed figure 
includes guaranteed income supplement. The only things creating 
income that go into the 70 per cent figure are OAS and GIS because 
our form of minimum mandated plan would not generate any benefit 
for that person. 


Mr. Panabaker: You mean CPP. 


Mr. Dowsett: What did } say? 
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Mr. Panabaker: OAS and GIS. 
Mr. \Dowsettc: Ll 'misorry;, ats OAS#and cere: 


However, the PURS approach would generate a 95 per cent 
replacement ratio because the PURS recommendation would generate 
pension benefits for that low income earner. On the other hand, 
for a man or woman who at the time of retirement is earning 150 
per cent of AIW, the replacement under our proposal would be 69 
per cent, whereas the PURS approach would generate 52 per cent. 


Turning to the marrieds, you can see the three figures under 
the association's approach 93 per cent or, with GIS, 129 per cent, 
replacement ratio 88, 94 and 81. Recognize again that for that top 
person, 50 per cent of AIW, our form of minimum mandating would 
not generate any benefits at all for that person. Only CPP and OAS 
would give that 93 per cent replacement ratio; whereas the PURS 
approach does generate benefits under the private plan for that 
low income earner and gives you replacement ratios of 116 and 142 
which, in our view, are too high. 


Our replacement ratios are much more regular with increases 
in income; you have a closer relationship. Eighty per cent was 
what we were looking at as the basSic standard; that it would be 
good if everybody in Canada could retire with a replacement ratio 
of around 80 per cent. 


Mr. Epp: Maybe you gentlemen could answer a question for 
me, that is. very relevant to jthe discussion. This is one of the 
Many issueS we are going to have to grapple with. What kind of 
time frame do you see us working in? 


There are those who are saying that these decisions are 
going to be made at the federal-provincial level in the fall and 
early winter, and there are those who think we have a lot more 
time left. You are talking about a survey the federal government 
may be taking after your discussion with Mr. Kirby. Mr. Peterson 
sayS it would not be the first time governments have made 
decisions without having done sufficient surveys. How do you see 
this problem, which is very relevant to all our discussions? 


Mr. Panabaker: ©) 1 “Sthinkis there, fare ua number. s0feissuas 
running around here of which this is only one. The federal 
government has “iIndicatea that” persion reform Is “its: “Objective 
during the term of office of this government, which could suggest 
that it may have another three years or so: towrun.>But}they-would 
like to achieve it completely by the end of that time. 


I do not think that the question of pension reform can be 
disassociated from the issues of the established programs 
financing and the question of federal-provincial equalization and 
SO on. I think there will continue to be debate on through the 
fall as the various provinces take their positions and as the 
federal government continues to take its position. I cannot see 
the matter being resolved quite as quickly as some people have 
Suggested it will be. 


whe tkey issue,«the gut social issue is the, positionwor tie 
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existing retired. You have to be careful that is not confused with 
creating an ideal pension system for the future. The first one, 
the question of the existing retired, has to be dealt with. That 
is a political decision and a fiscal decision for the governments 
involved. Then there is the question of getting these other 
reforms in place. 1 suspect that if this whole question is finally 
Peso.ived widuring, “thes, term of office of, the ._ present ‘federal 
government, we will ali be doing very well indeed. 


Mr. McClellan: Are you making a recommendation that we 
start with the short-term, the political problem of people who are 
retired now? 


Mr. Panabaker: Yes. At the National Pension Conference 
we suggested that the GIS be increased and that it be increased 
with emphasis on the single retired. 


Mr. McClellan: I may have missed this because I missed 
part of your presentation, but did you set a target objective for 
that? 


Mr. Panabaker: We did not set an objective as_ such. 
Perhaps we said $50 at one point, but there have been so many 
figures bandied about. 


Mr. McClellan: A lot of people are saying it should be 
based on a ratio of 60 per cent of the married rate. Is that what 
you are saying? 


Mise meehGWakel i eSseeinat. Ont sok thing. that. iS. exactly 
so. 


Mr. Chairman: My diSruptive remarks, Mr. Panabaker, have 
led on to all of this discussion. Actually what I was asking, as 
you may or may not have gathered, was whether in your view a 
Mandatory plan of some nature waS necessary or not necessarily 
desirable, regardless of the legislative reforms that might come 
in regard to the existing pension system. 


Miypeeahabaker :4-Mr.4.Chainman,sslt. must. beg totatiy. obvious 
to the members of the committee that I cannot say for sure. I 
Suspect, personally speaking, that it may very well be, but I 
would not want to rush into one. 


Mr. Jackson: I “think “there. 1S ,one. other point that. we 
have not talked about on the uncovered group, which is that there 
are a number of people who are working for employers that have 
pe io plans but who have not joined the pension plan. With 
pension. reform, that figure .mightschange. quite .a,bit..We..do not 
know what numbers we are talking about, but there are a lot of 
young people who joined an employer and have the expectation that 
they will only be there for three or four years, so why join a 
pension plan and in some instances get just their money back with 
a very poor rate of interest. 


Under those circumstances there is not much incentive. Under 
a revised pension plan, where after a period of time, say five 
years, you get a vested benefit, then it is not only your money. 
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If it is matched by the employer, you are entitled to a very good 
rate of interest on those earnings. That is quite a different 
incentive. I° ‘think wou would Ytind =e slotrot the young peopie wic 
now start off saying they would not contribute to a pension plan 
would change their attitudes. 


Mr. Mackenzie: Why should the vesting be five years, 
necessarily, if we accepted that it is deferred income? 


Mr. Jacksons YOu" =cannot  VOek at GOrner itiingesicuisoracron: 
you really *have* to look# at "the "totality. *"— think "you can “very 
easily argue over a period of time that they should be immediate. 
If you talk at any period of time, you have all of these problems. 
How much can Canadian society change without a dramatic increase 
in cost, which will make us internationally noncompetitive. I 
think that is the essence of the thing. If you want to look out 20 
years, yes, you can have immediate vesting. 


Mr. Mackenzie: “Lviwas \*interested’* in “nearing wthem truce 
company this morning saying it should probably be. 


Se. te 


Mrs .Jackson:.- I. »think® the) s:onlys ©reason’ ~ ttm ishourasinor tee 
immediate right off the bat is what are you going to do? If you 
are going to make that, and then you are going to say, "Well, in 
retirement you should have some excess interest." If you were to 
make it retroactive, then that just kills--you would have a 
revolution if syou) nadie that wsortliofia thing. (has thinkwone ekotune: 
employers would just say, "If that is what you are saying, we will 
have to terminate our pension plan." That would really start a lot 
Of strikes. sf 5 just Gov onot, think “that sudden a ilegisteative 
requirement is acceptable to our society. 


Mr. Epp: We have not really considered that aspect. 

Mr. Panabaker: No, I am Sure you have not. 

Mr... Chairman:, Ij do snot, (want \.to’ interrupt Mithedofineae; Siow 
of discussion but I surmise that you may not have finished your 


presentation yet: 


Mr. Panabaker: ,I have finisned~’ my presentation Pei): fam 
quite happy to carry on in any-- 


Mr. Ghairman: “It so; iy have quite, ~ ayy lincupesneregrcd. 
guestions. 


Mr... Panabakers Ale pignc, lets "oC. 

Mr. “Williams: Mr’.” Chairman; = 2 >was: @anticipdtino es that Caer. 
Panabaker would give us a little more information on his uniform 
pension plan proposals as an alternative to the mandatory plan. 


Mr. Panabaker: I am very happy to do that, Mr. Williams. 


Mr. Williams: This intrigues me. 
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Mr. Peterson: They are in there in great detail. 


Mr. Panabaker: They are in Exhibit 61 in very 
conSiderable detail. 


Mid bt Lanse Learn nk this. 1S “very. inportant ,that. this 
gets on the record because you are offering what you consider to 
be the viable alternative. 


Dit. DowsSett: I beg your pardon, it is not an 
Meret native.. ct COULG De. or could not, 


Mr. Panabaker: It is an alternative to PURS. 
Mine iibvanss. Yes... Right, 
Mr. DOwsett: What are we talking about? 


Mi ge AiukalLaloge iL0Ce wD LOnMs pension. plan o that You care 
talking about. 


Moe atbOWwoe tC Cuane .. One. we are. going, to. offer. <« to. small 
employers. We are going to introduce this. We are going to make 
this available through the life insurance companies. 


Mi meV Lians sa tnatuetsSe Light, and. 1 would. slike: co heat 
about it. 


Mr. Panabaker: That iS not the minimum mandated pension 
mplan. 


MrasWilliams: NO, [knoWsy That is what 1 said. 


Mr. Panabaker: Excuse me, I just want to be absolutely 
| Sure that we are on the same wavelength. You are not talking, Mr. 
Williams, about the mandated plan. You are talking about the one 
that we are-- 


Mrs Williams: L.vam ..over. on, page 12. of your detailed 
| presentation. 


Mr. Panabaker: Page 12, very good. 
Mr. Williams: The decision not to mandate coverage. 


| Mr. Panabaker: is will ask Mr. Frank Speed, 
vice-president and actuary of the association, to speak to this 
mpoint. 


| Mie OPCCOs, Mi Witt ance We suave deve lOonedse anc nope tC 
have on the market this fall--as a matter of fact, we are ready to 
BO ee eee olor LELeOS wit n tne a next ew days sal OF 
| approval--a plan we have developed, which we think will take some 
of the administrative complexities out of pension plans. 


For the small employer, there are two aspects to putting in 
a pension plan. There is, first, whether he can really afford it, 
| and second is the administrative complexities some people feel are 
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there. What we have designed is a single large pension plan which 
would have all the provisions of the plan uniform with two 
exceptions; that is, whichever employér joined the -splan, ithe 
provisions would be the same except for these two exceptions. 


The first exception is the contribution rating. We have said | 
that the employer can choose whatever contribution rate he would | 
make and his ~ employees would make to this plan. The other | 
exception has to do with the period of eligibility. We have said | 
that employees of employers who join this plan would have to be | 
eligible to participate after one year of service provided they | 
are aged 25. We have said that an employer could waive this 
particular requirement and bring his employees into the plan right 
away if he wished. 








But with these two exceptions, the plan provisions would be 
uniform for any employers and employees who joined the plan. The 
plan would be offered (by a ‘number of different “insurance 
companies. Currently we have 38 insurance companies who have 
agreed that they would offer this particular plan. 





What would happen in that case is that the employers would 
compete for the business on the basis of investment return and the 
services they were prepared to provide, but they woulda compete to 
service basically the same plan. 








In designing this plan, one of the key things willbe” the 
reduced administrative complexities. We have been talking to the 
pension authorities in Ontario and in the other provinces and with 
Revenue Canada, and we are getting good co-operation from the 
authorities in reducing the administrative red tape, the filing of 
annual ywinftormation returns, and” “all 7 fthatstKkind-—-of- tp iacgatthac 
currently .goes with thesinstallationsof a pension. plan. 


Basically, .this, ls. a (money |) purchases spensitone (plan, Very 
Similar to a registered retirement savings plan except that there 
is a visible employer contribution into the plan. When an employer 
Puts, in this plan, he; can choose the scontribuciony rate thavecre 
employees must make, but he, himself, must at least match the 
contribution that the employee has to make. It could be totally 
noncontributory. In other words, the employer, if he chooses, 
could pay the full ‘cost or” the lan? As” Sl “sayepeesdt—ts—oeeMOney 
purchase type of plan, so these contributions would go into a fund 
and would be accumulated and purchase whatever benefit came out 
the other end. 


Mr. Peterson: There will be one fund. 


. Mr. Speed: Each insurance company would have itS own 
investment vehicle. 


Mr. Peterson: But. you" fare seach going § ito. ~gudqranteentusr a 
comparable rate of return? 


vi Speed: No. 


Mr. -sWilitams:) *Unteormety, win “~the ™ contract] “of. fin tic 
arrangement-- 


Interjection. 
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Mr. Williams: Yes. The contribution rate is the 
Eoupeticive. miactor anmThati as vstall e2openrithere )ztong iwith this 
PeutOusiorwreligqgupllaty. Yourtthave: the uniformity -facitor ,.°which is 
desirable, but where does the universality come into the situation? 


Mr. Dowsett: It doesn't at this point. 
Mr. Williams: That is the problem. 


Min sopesc.es lie. VEStINgG conditions would be the ~same. The 
lock provisions regarding the locking in of contributions would be 
the same. All of the various benefit provisions of the plan would 
be the same. What would be different is that the money would be 
accumulated by different insurance companies based on their own 
investment vehicles, and that money would be used at retirement to 
purchase a pension. It wouldn't necessarily be purchased from the 
insurance company that was accumulating the money. The employee 
would have the right to go out on the open market and buy a 
pension from wherever he could get the best deal. 


Mr. Jackson: I am not sure that has answered your 
question. Was that the question you were asking? I thought you 
were asking how that improves coverage. It improves coverage by 
offering to the public’ a simple plan that is’ inexpensive to 
administer, and that is what we understand. 


Me. wwii krams:, “I Sanders tahd t*thaty i nbutial nitakeg ebaticto mabe 
your alternative to a-- 


Mr. Dowsett: No. Mr. Chairman, there is something we are 
missing here. 


MreeanwitliegansecAl byright’s 


Mr. DowsSett: This would only become used with the 
decision of employers to enter into this plan. The universality 
will only come if enough employers made that decision. One way to 
get the universality is to pass some minimum mandated private 
pension legislation. If the legislation on minimum mandated 
pensions was in the form that we have suggested in the other part 
om our i briieb;!ithenigjaiisto£f pthesescunpiorm. pensioniygplans .and the 
employers that had done that would have already complied. 


Mr. Panabaker: To a large extent. 


My. IDowsettsn Tioftea Wiarge yextent. tiheyarmightinchaveseto 
tinker a little bit, depending on what the legislators put into 
the minimum mandated pension plan standard provisions. But these 
two are supportive to each other. These two initiatives are 
supportive; they are not alternatives. If we introduced this 
uniform pension plan and a lot of employers accepted, then the 
need for mandating through government legislation perhaps would go 
away. But even if it dian't and there were still uncovered people 
out there, if the minimum mandated pension legislation was of the 
right variety--and not the PURS variety--then all of the employers 
that had accepted this uniform pension plan voluntarily would be 
in a position without much amendment to comply with the new 
minimum mandated pension. 
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Mr. . Williams p2eYonteicannoty @fachieve® © universal ty §iwiithout 
some form of mandating. That is clear. 


Mr. Panabaker: That is our view, Mr. Williams. 


Mr. | Wislllanss: » Thereogisl anole questroncsabcueemrhatre This 
uniform pension plan -would be .complementary to thats It would 
simplify: it. 4 ands streamline? sloaeand | eeyouaggsay Fiemaekernatigmore 
cost-efficient than going into a straight PURS plan. 


Mr. (SEpps “Butthead: benebrtes Vehere's Would depends lipon Mune 
investment portfolio of the individual insurance companies-- 


Mr. Panabaker: That iS correct. 


Mia @Cbpp?Oksssoeythatimsomebody ,Wmtore instance geqwhorediad) me 
plan through Crown Life might get a little more than someone who 
had a pension through Manufacturers or Mutual or-- 


Mr. Panabaker: Exactly so. 


Mr. ooChalrmanssethes)| competition,se:In | presume,Jmrwould: a (beheern 
the performance. 


Mr. Panabaker: That's the idea, that you narrow’ the 
competition down to the performance. I think Mr. Peterson suggests 
that SGhiséas) PURSS 


Mr... Peterson: I ‘don't see anything ‘terribly dramatic 
here. You are just trying to pre-sell the PURS program. 


Mr. Panabaker:* There is not very :»much difference between 
that plan and PURS. We are suggesting that a mandated plan on the 
PURS model is not the way to go. 


Mrayv. ‘Peterson: thats right. Geli's Mas levobuntany ReURS) Reon 
that you are out flogging. 


Mr. Panabaker: "Flogging" is not the word I would use. 


Mr. Peterson: I presume that if everybody bought it we 
wouldn't, need’ ‘the’ PURS!’ plan aol “don't ikel@toystol toversimplity 
things, but I don't like to overcomplicate, either. 


Mr. Panabaker: That's right. 


Mey “Peterson: hl piswiasrgoodntubewedebt stra <good ! ideasanus 
you can beat us to the marketplace in the sense that we were going 
to legislate, you would have solved the problem for us. 


Mr. Dowsett:: PThatvbsqumight. ?With due eméspectienthougia rok 
would say that the life insurance companies and the trust 
companies and the actuarial consultants have had pension plans 
available for small employers. They are out there now. 


Mr. Peterson: There's nothing new in that. 
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MicwoUCOWSeclLLeoe NOL, “Leallys tue thing’ that” is” new *is’“to-* “try 
BOVestctecaminee lt sana, take “some “OL ? the” red tape out? for’ the 
employer who has heard about all the red tape you get into. When 
you have 12 employees and you are going to put in a pension plan 
you have got to go to Ottawa, get forms approved-- 


Mr ‘receroson: “in “substance” there is’ nothing |*new ‘about 
irs ac ads 


Mr. DowSett: No. 


Mrs + Peterson: ALLY “rignies = 4? *sust™’ wanted” “tor*make™ sure “I 
wasn't misSing something. 


Meer RLaaell:s “ror -tne Menployer*? tor take advantage, Jit 
would cost money. 


Mie DOWSe Lee SadadS ) CON their payroll wcases.. Nopody is 
Forcing them=to do "it, “and a “Lot *’ otf? ‘small Femployersarer sitting 
there without pension plans. 


Mr. Riddell: Can the small employer afford it? 


Mivwe LOWSeEL: sinat S a= 900d ~QuUEStION,  dafid ) that ss what 
slows up private sector groups from coming down hard and saying, 
"Minimum mandated pensions by every provincial government, that's 
Che Tons y- Way to rdo,, “pecalser that S= going <to* put -a™toae on gtie 
economy that small employers are leery of, particularly with the 
cost of money the way it is. 


Mie 6 Witrlanse You =’ say theres nothing new, “put “really 
the uniform pension plan proposal in itself would be a great 
breakthrough in the private sector, would it not? 


MEET Panabaker: Mr. Williams, that's correct. There's 
nothing new in essence in the kind of design characteristics of 
that plan except the simplification of the approaches to it and 
the narrowing down of the competitive element to the investment 
performance, which is in fact a very important element. 


Mr. Chairman: And the universal offer. 
Mr. Panabaker: And the universal offer. 


Mire aWilttlans: lt Ss © Very "MUGN "aS 4ts 1s" in=eLhe.@ insurance 
industry. “I was” in "life," where™ you~ ‘had «to~ make Standardized, 
general insurance policies or fire insurance policies. 


Mr. Panabaker: You don't have the investment involvement 
in that sense. 


Mr. Brandt: Could you tell me just in a general way what 
percentage of the industry is represented by the proposed uniform 
Gran thar you" are. cpedaking Of Now? "It’s ‘certainly not 100 per 
cent; I realize that. 


Miers es eeecus l “GO. C Shave ness percencageea Ligure; §* Owe 
Virtually every inSurance company in the pension business is 
prepared to offer this plan. The 38 companies represent all the 
major life insurance companies. 
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National Pension Conference I attended. I got the impression that 
many employer representatives would prefer either something along 
the lines of our scheme, reciprocal scheme or whatever, or paying 
out a sum of money at termination, which would go into a blocked 
RRSP. They would then be finished with that employee rather than 
Carrying ‘a 'tag end fore him. or here Tor tpermapssU0 Years "ance circ 
trying to find that person when their records indicate that person 
was now 65, if he or she wasn't dead. I think the impression I had 
was that the employers preferred to discharge their responsibility 
at the time of termination. 


3720 Delve 


Mr. Brandt: The suggestion you are making with respect 
to the shift to an RRSP, from my perspective, would almost have to 
be mandatory; would it not? 


Mr. Panabaker: It would have to be blocked so that you 
couldn't get the money out. 


Mr. Brandt: Give some kind of a cash settlement to the 
employee. 


Mr. Panabaker: Any amount of money that came out of the 
pe io plan would have to go directly into an RRSP. The employee 
could then move the RRSP from one carrier to another, but that 
money could not be taken out in cash; it would have to be taken 
out aS pension income ultimately. 


Mr. Brandt: Do you think that would have EO be 
legislated? 


Mr. Panabaker: (Inaudible). 


Mr. Brandt: No, but in the sense you have this proposal 


e pect to your companies now that will be across the board, 
> 


Mr. Panabaker: I am not Sure I understand the question. 


Mr. Dowsett: I think we are talking about three subjects 
all. at” once; Whieh? *is" conrrusrigs =Wirthin “*tre ” IMtevringucance 
companies-- 


ek Chairman: (Inaudible) three points of view, but 
never three subjects, as far as I'm concerned. 


Mr. Dowsett: Within the life insurance companies we have 
t 1 portability arrangement that--how many companies now have-- 


Mr. Speed: Twenty so far. 


Mr.  Dowsetts Twenty, * and “another ?%30 -have™indicated. i] This 
only concerns itself with employees who leave Crown Life and go to 
Mutual Life; it doesn't concern itself with an employee who 
leaves Crown Life and goes to work for the Royal Bank because 
there isn't a portability arrangement built into the Royal Bank's 
“pension scheme that would accept the transfer of credits from 
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Crown Life. That is the one portability scheme that is outlined in 
this package that was presented. Let's set that aside for the 
present. 


There is the uniform pension plan that 38 life insurance 
companies--have I got the right figure, Frank? 


Mra Speed tnyes,. 


Mra frbowse ttisd <-38),lite -ainsurance) Acompanies are -going...to 
make available in September to employers out there. That standard 
pension plan that will be picked up by some small employers, I am 
Sure, and) forethat -group-there) isvya,built-inform, of transfer from 
one employer to another. Am I not right, Frank? 


Mr. Peterson: If they both bought the plan. 


Mr. Dowsett: If both, employers, be it. XYZ) Manufacturing 
Company and ABC Manufacturing company, both have this kind of 
standard plan. 


Mr. Brandt: Among any of the 38 companies. 


Mr. Dowsett: No, no. This is offered by 38 companies and 
Might be bought by 1,000 small employers out there. Then if 
somebody leaves one of the 1,000 small employers and goes to 
another of the 1,000 small employers, both plans would have this 
provision and moneys could be transferred from the one plan to the 
other. That is another form of portability. 


There, isisa vtthiz diesubgect? FandS that oisiadescribed, anosour 
Minimum mandated proposal, which is on page 10 of the longer 
brief. This addresses what would happen if the Ontario 
government--and hopefully all of the provinces would move the same 
way--decided to have some minimum mandated pension plan for all 
employers. 


Mr. Chairman: That is true universality. 
Mr. DowSett: Yes, and in that instance-- 


Mr . Chairman: it advan re want ro (inaudible) the 38 
companies and universality. 


MEI. Dowsett: But then our recommended form of 
portability in that situation would be that the employee would 
have the opportunity when he leaves one employer to put his money 
into a locked-in RRSP, and that iS what it says on page 10. 


Mr. Mackenzie: Or transferred. 

Interjection. 

MrsooDowsetts: A locked-in) form of»-RRSP, they do not have 
that vehicle. That is why we have the constitutionality problem. 


Can we get ‘a“tocked=-in “form of RRSP. for this purpose through 
federal legislation? 
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Mr. Brandt: That is the part where I- asked the question 
of ‘whether ‘or *not™ it would have, yto-~ber mandatory’ “in. your eview..4 
did not read this sentence before you just mentioned it. You are 
saying that would be an essential component to the third part of 
coc —— 


Mr. DowSett: The minimum mandated pension plan. 


Mr. Peterson: No you don. t. You could mandate 
portability tomorrow morning’ for -éxisting *plans.7 You.) ust™ force 
everybody to devise a formula, price in, price out. 


Mr. Dowsett: But to use a locked-in RRSP for that 
purpose. 


Mr. Peterson: VAS..one -option;“-an ‘employee Voption. ~Ee think 
it has been established that even in the absence of mandating 
universal pension benefits of some type or another for everyone, 
they could still force portability between existing pension plans 
and I am told that that is not an overly complicated issue. Do you 
agree? If we said that is the law, everybody would adapt. I just 
want to bring that up because we do not have to change the whole 
world to change that particular problem. 


Mr. McClellan: Could we just stay on this for a second 
because’) IT 'think?’thiss -rsPehelptul...uReadingaet romisesthevomoya 
commission: » “ir .thesucommaission* se Lopiniomm@ai tie isl. .tmpossi bkeigszgo 
achieve portability in a system of individual employer plans. The 
Only recourse is to universal compulsory plans." 


Mr. Panabaker: We would not agree with that. 
Mr. McClellan: Okay. Can you give us a recipe? 
Mr. Panabaker: The recipe iS in our proposals. 


Mr. sopeed:- swhen ~you  talk® about, portability, (eiyou mare 
really talking about carrying money out of the plan and carrying 
it somewhere else. One thing you could do is simply legislate that 
at the employee's request when he terminates, he must be allowed 
to transfer the money out of the plan to a vehicle that remains 
locked in. That is one step you could take. If an employee left an 
employer, he could say, "I want my money transferred to a 
registered retirement Savings plan." The employer could say to the 
carrier’? of, -thataerRsP: “Ts*,. thisi® completelyits docked... win? ~The 
legislation requires that this money not be available ever to the 
employee in cash. Are you prepared to put that contractual 
provision in your plan?" The carrier says, "Yes" and you transfer 
the money. What you have done when you do that is simply prevented 
the employer from hanging onto this money. That is a form of 
portabslity. 


Mr. Brandt: In effect, what» you are«saying, here. wis «that 


the RRSP would be a catch-all for the employee who got caught 
without having a transfer option. 


Mr. speeds) Phat, s.right. 
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Mr. Brandt: HeveeCOULO as CONeGe LOuUt. » OF Gee LAY sete DC 
' unemployed. There may be absolutely no other option for him and in 
that case the locked-in RRSP would act as a vehicle for some form 
OL a. safety net where it was mandatory that. he transfer it” in 
until the point of retirement obviously. 

to death before 


Mr. starve 


he gets a pension, 


PeCErson:. Just, that he. mignt 
that's the only problem. 





Mr. Panabaker: Mr. Peterson raises a interesting 


Social point. 


very 


Mi.wonmondtes: (inaudible) proposedy to, Look arter that. 

| Lie Giese tONG a Nate. Se tOne BOL. Che. prLoOoLemns 
| With locked-in RRSPs. Under what circumstances could that person 
get the money out? Presumably at retirement, probably if he or she 


were disabled, but then what about the guestion of the unemployed. 


Mr. Panabaker: 


Mi ecthpps barly retirement. 


Mr. Panabaker: Yes, you could handle that I would think 
BoetO1d «certain point. 
Mie bandits nen. thes actuarial ~ticures GO -righnt®™ OLr tne 
board and we.are all in, trouble, 
Mr. Chairman, I have concluded my supplementary questions. 
| 
| Mr. Chairman: I surmised that you had. I also understand 
now what Mr. Panabaker meant when he was talking about the pension 
Swamp. You can see, Mr. Panabaker, that we are trying to drain it 


before the alligators get up to our waists. 


Mr. Williams: There are just three more points I wanted 
EOemcCOUCH@= Ons JUSt «StavVing with. the. uniiorm pension -plan for a4 
Minute, as I understood it this is something your 38 companies or 
your association iS putting in place and making it operative 
before year end. Is that right? 

Mr. Panabaker: This fall, all being well. 

23 0RD. Ws 
Mr.waW1LELIAMS +. .HOW., -long..dO~ you... anticipate it “would. take 


to be able to do an assessment of it 
how successful this might have caught 
areas that you feel it is designed to 
of coverage at the present time? 


On an experience basis, on 
on as far aS covering the 
address, the areas of lack 


Is there any way that you are 


going to be able to monitor this? What are you doing? 


Mr. Speed: I guess the best judgement iS how many 
employers choose to.put inthis kind of a plan. I would think it 
would take a period of a year or so after companies start to sell 
this plan before you could see whether anybody is going to buy it. 
That is the unknown question. 


There are two things in trying to cover the small employer 
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market: can thé small employer. atlorda it, anc shown pur LOO 
complex for him? We are trying to take the complexities out and 
just leave the question whether he can afford it or not. Then we 
WiLE see Lt lt stares sco sei: 


Mr. .Jackson: There is another very important aspect. It 
depends greatly on the economic conditions when you start 
measuring this. If you are going to proceed and going into a 
recession, you are not going to find very many small employers 
wanting to join this plan. So, if you measure over=—six months ora 
year where you are going into a recession, that is not a very good 
indication of.the future. On the other hand, 1f£ you were going in 
just when everything was looking rosy, I think you would have much 
more success. A year might give you some indication, but it is 
very conditional on economic conditions of small employers. 


Mr. Willlams: "1° “presume” “your*" industry “as™~ Ya~ “wholes =e 
going to promote this new program aggressively to prove the merits 
OLenLt. 


Mr.» Panabaker: Yes,” that is "right. 


Mr Williams: Sf °* @uess=*the = merit of thiS” thing 1S” on tHe 
line and you are going to have to prove it. 


Mr. Panabaker: You would not be able to assess it very 
easily before two years had elapsed in order to get any sort of 
meaningful indication. We have only limited staffs. We do not know 
just how fast employers are going to respond to this. 


Mr. Williams: What concerns me and what concerns you, I 
guess, 1S your admission, earlier, that you did not know where the 
areas of lack of coverage were, how extenSive they were out there 
and whether this was really going to get to that area because you 
have not been able to define the animal yet. 


Mr. Panabaker: We are pretty convinced that a large 
portion of the uncovered are with the small employers. 


Mr. Williams: Yes; right. 


Mr. -Panabaker:” There?s= is > “noY deubt *aboute *thate™ That srs 
demonstrated in the royal commission report pretty clearly. This 
1S an attempt to get at that group, but I think we would require 
at least two years to get some sort of indication of how quickly 
people were responding to this proposal. 


Mr. Williams: Mr. Dowsett, you looked perplexed when I 
made that comment. You looked startled. 


Mr. Dowsett: Yes. Members of this delegation have 
indicated that there should be more work done on defining the 
Characteristics of those workers in Canada who do not now have 
private pension coverage. That is true. We do not know how many 
are under age 25, how many are in the waiting pattern for 
employers with pension plans. 


We do have some feeling from all the studies that have been 
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done that there are a large number of full-time workers, making an 
average industrial wage or greater, who do not have private 
pension coverage, and do not have registered retirement savings 
plans. That might be anywhere from 20 to 40 per cent of the 
working population. That is a group that this uniform pension plan 
could well serve, if their employers could make the decision to be 
involved. 


Mreg,WidsivamsseaThais jamornning po, OPSEU~.was.,before, ‘uS.... They 
had as one of their representatives, Mr. McCrossan from Mercer's, 
who waS questioned at some length on the excess interest method. 


I gather from what you said earlier, Mr. Panabaker, that you 
are very supportive of that particular approach. To what extent 
has your industry been involved in developing that method more 
aggressively? 


Mr. Panabaker: This approach has come along as a vehicle 
for inflation protection pension plans. It has become a matter of 
discussion only in the last number of years, really. Some of the 
consulting firms, Mercer's being one, have made use of this in a 
number of plans. It represents a recognition on the part of an 
increaSing number of actuaries, of people in our industry and, 
indeed, in the financial community, that there is in interest 
rates, at the moment, an inflation component. 


That is not a perfect hedge but it does represent the way in 
which the markets are reacting to the existence of inflation. That 
inflation component iS a reasonable way for a private sector 
employer to provide a degree of inflation protection to his or her 
employees. Yes, we do Support this as basically the only feasible 

plans to provide inflation protection. 


Peterson: SWhy don't you like the  inttwatton birax 
credit? Why don't you like that? 


MmetsPandbaker 2OFom oneisgthongi 2 it7f probablyw owil] nolead ato 
double counting, and bt relieves the employers of any 
Pesponsibility..~o£-., using, »that. infilatbong <componentiiyina stheir 
investment earnings to provide for their retired employees. 


Mro=svetenson: You, Know, the trust companies “Like: it, . eh? 
Peist” thought sl would teldocyou. 


Mr. Panabaker: That is all right; we don't. 
Mr. Peterson: I do not either. 
Mr. Epp: What do you mean by double counting? 


Mire Pranabakerice Lé:, for example, we provided inflation 
protection, even some sort of ad hoc inflation protection, to the 
retired employees of the Mutual Life, as we have been doing now 
for many, many years, and they were also getting the inflation tax 
credit, you.’ are compounding « two forms. . That is the , double 
counting. You are getting it twice. You are getting something from 
us and you are getting the inflation tax credit. 
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It would in fact discourage us, if you like, from doing 
anything for our employees, saying that is the responsibility of 
the government. I really do not like that approach. 


Mr. Epp: Very good. You are the only person who has made 
that one. 


Mr. Chairman: inartcerns paot the Ent latrongoitax icnedwe 
approach, it has been criticized by other persons appearing before 
the committee. There was some Slight support for it. 


Mr. Dowsett: Mr. Chairman, I might answer Mr. Williams' 
question. Three years ago, there was a committee of the Canadian 
Life Insurance Association which was working on this approach to 
intlation~ “protection, Wtrying “to _@hine Wa siwaeys euoistnecognizey the 
inflation component in current interest rates and wWsesvehagito 
enrich pension benefits. 


So, in answer to your question, the life insurance industry 
nas been involved in developing that thinking. Part of the 
involvement was given focus in the criticisms by some life 
insurance spokesmen of the full indexation provided by the federal 
civil service superannuation plan and how the private sector could 
not do that because it was an open-ended cheque book. 


Mr. iWitbiwanssy Isn'teithat G@really Gthe stumblings blOcK ean 
really developing it to its maximum potential? Mr. McCrossan, this 
morning, seemed to think that the impediment was the attitude, or 
lack of concern for this type of approach in the public sector, in 
the way in which they are developing their programs there. He 
seemed to think that without the federal authorities giving some 
recognition to the principles of that system and incorporating 
them into their scheme of things, the excess interest program 
would not work. 


Mis Dowsett: I would not agree CLOGaGLLY with that 
conclusion, because I think there are a lot of other smart people 
in the world besides the people who are designing the federal 
public service pension plan. 


3:40 p.m. 


Mr... «Dowsetti: doy wondersi2£- oletcould fake via Gipoint. ateres 
Granted that very rich indexing system that is there for the 
federal: civil, eservice;) whichw ds: tulle sindexinguviofsapens rons: 6 in 
accordance with consumer price index increases, iS a very 
frustrating example of a form of indexation post-retirement 
enrichment for any other employer be it a provincial government or 
a private employer to try to match. Therefore, that perhaps has 
Slowed down the positive steps that might have been taken, and 
indeed are now being taken by some other responsible employers to 
try to find some form of post-retirement enrichment for their 
retired employees. 


It 1S still happening. There are employers out there now who 
are accepting this excess interest approach and building up a 
larger sum of money based on something like three per cent or four 
per cent at the time a person retires, and building into pension 


oa 


plans a formal system of post-retirement enrichment that is based 
on the excess interest earnings over that level in the retirement 
years, and cauSing increases in pension benefits. 


Mi = vacksOlne § MI.  Wrrrrans,  L> “wasnt "nere =put  9l =would 
imagine that remark would be perfectly applicable to the Ontario 
oer Service Ji. Chey lave rnuexing. Lc rs GOxng- “to” be" very 
Perr icuic to cole back’ CO~ral= excess interest ast long” as i the 
federal government remains with full indexing. 


But if you do not have any indexing then everybody would be 
Happy if you GO~to an GxcCess interest.”-Ft Is ~better” than” nothing: 
But if you have everything it is going to be very hard to pull 
each. 1 think chac== 


Mr. Brandt: What you are saying is there is no _ free 
lunch unless you are involved in the federal program? 


Mr. Jackson: Something like that. 
Mr. Brandt: I just wanted to get that on the record. 


Mr. ‘Panabakers Mr.” Chairman,* I°-~would ~~ hate’ “to "burden the 
members of the committee with anything else to read but if there 
is an interest in this question of excess interest indexing, my 
company, not the association, has prepared a paper, about 16 pages 
in length, specifically on the subject of excess interest indexing 
for pensioners. We would be glad to provide the staff of the 
committee with copies of that for members of the committee if you 
are interested. 


Mr, -Chairmat: vou Cam =thank ’*the “Muttal “irre ™ Company 1on 
our behalf. 


Mr. Panabaker: We will see that you get copies. 


Mr. Wilttams: ~JUst., a tas. . duUestion. I wanted, to ~r1aise 
With the allegation of this--your obvious standoff position with 
regard to unisex mortality rates. This is obviously an area where 
you totally disagree with the royal commission's report. 


Pigee suave ke Lie scl esOLL ve la 
Mi. Wiltianss this LS On Wiisex mortality. 


Mr. Panabaker: Yes, that is right. We disagree entirely 
wietiu. thet. Again, . Will ferer~ to my actuarial triendos. Sid, are 
you going to start on that one? It is in the appendix. 


Mr. Jackson: I think in essence the inSurance principle 
is on pooling of risks of large numbers. If you are going to take 
large numbers, then you want to have large numbers of like people 
in order to be equitable,. so you look at the characteristics of 
the population that have a major impact on your mortality, and how 
can you group them and classify them. 


The two major areas of doing that are on sex and age. That 
is the way that it is done. The implications of having a unisex 
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table really means that there are opportunities for selection 
against. It depends entirely on how a unisex table was legislated 
and whether there would be options out or not, and on which way it 
was done. But the end result would be that the table would tend 
towards the female mortality and the females then would get a bit 
of a break; and the males would be significantly penalized. I just 
have difficulty in understanding why a unisex table is appropriate 
and proper, any more than it iS appropriate to give a 25 year old 
the same annuity as you would give a 65 year old. 


There waS never a Suggestion of cutting out age, but if you 
are not going to cut out age, why would you cut out sex? 


Mr. Chairman: That is a good question. 
Mi EDD: Whoever. suggested ity 
Interjections. 


Mr. Panabaker: Mr. Williams, there is quite a detailed 
discussion of unisex tables, which begins on page 23 in appendix 
3. I think the key to it is our feeling that, depending on how it 
was done, the tendency would be for the insurers to move closer 
and closer to a female mortality table; because one way or another 
the male lives would attempt to improve their position by getting 
around the use of the table, as we suggest here, by going outside 
the province to buy annuities, if it was only in one province that 
this was happening. An employer who had an all-male life group 
might be able to offer a better situation than one who did not. If 
there is an all-male and an all-female life group there are 
different ways you can do unisex, all of which tend to involve 
people--ultimately the male lives trying to avoid the system, and 
the actuarial table that you are using moving closer and closer to 
the female life table. 


Mr. Williams: ,yAt _.the, pottom,..line whatrrrareyrine veost 
ramifications if you go to the unisex mortality concept? 


Mr. Panabaker: The cost ramifications are that employers 
and actuaries and insurance companies would build in more 
contingency funds, because you wouldn't know where you were going 
to come out. And I would think that the amounts of pensions for an 
amount of dollars would in fact be higher, but to what extent it 
is hard to guess. 


Mm. wlackson: JILt's, Very: .~difEicult. .to:...answer thats unmiess 
you Know exactly what you are proposing. And there are a variety 
of ways of proposing. But the cost is not as much a cost as it's a 
redistribution of benefits. You are giving more benefits to 
females than we think they are entitled to and taking it away from 
the males. A 65-year-old male is approximately the same as a 
70-year-old female on mortality tables. That is the equation, and 
why would you say a 70-year-old female should be treated like a 
65-year-old? 


Mr. Peterson: Discrimination against men--is that your 
PpoOLni? 
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Mr. Panabaker: No. I think what we are concerned with is 
that we have recognized over the years that the buying public 
tends to recognize implicitly a situation where you are ignoring 
mmeiniper Cantwractor. “Annuitant *mortalroeye ist inotuthesisane; © for 
example, as life insurance mortality. People don't generally buy 
voluntary annuities if their health is impaired. So you have to 
take that into account, and you must make sure when you are 
pricing annuities that the population you are selling to has the 
characteristics of the population that is represented by the table 
you are using to price your annuities. If it doesn't you are in- 
trouble. Do you see what I mean? If you are dealing with a 
population of all females and you are pricing on the basis of a 
combined table you are going to lose your shirt. There's no 
question about it. 


On the other hand, if you are dealing with a population of 
all males and you are uSing a combined table the insurance company 
is going to make a fair bit of money. You may say that averages 
out in the wash, but in a system where Manulife might be getting a 
lot of the male lives and we might be getting a lot of female 
lives, to force us to use a combined table would put us into a 
loss position and give’ Sid a lot of profit. 


Mr. Williams: So what you are saying is that in unisex 
tables it can be weighted according to which approach you take to-- 


Mr. Panabaker: Yes, but if you start weighting them you 
can say, "Well, we are going to weight it on the basis of what? On 
the basis of the number of male lives we expect to get and the 
number of female lives we expect to get." So we make a judgement 
of that, and Sid makes a different judgement. He assumes that he 
has got 50 per cent male lives in and I assume that I have got 70 
per cent male lives in. 


I am going to be then providing better pensions, other 
things being equal, than Sid is. So everybody decides that Mutual 
Life is a great place to buy their annuities. All the men and 
women, everybody comes in, and I am not getting 70 per cent male 
Rives sa iiotiamoimaybetigetiti nore 50se0r. 6405) pers) centyiat ~that«.point;, 
probably 40 per cent, at which point I am taking a bad loss. That 
esththe) kind cofit process. shoprotect  imyself by  smoving» closere and 
closer to the female table- That is what we are saying, that it 
would be an attempt to protect yourself. 


5:50 p.m. 


If an employer, for example, had a pension fund which didn't 
use an inSurance company and paid the pensions out of the fund, 
what are we going to do about him? We are saying he has to use a 
combined table. He might have all male lives. How does that work? 


If he is allowed to use all male lives, then he is going to 
provide better pensions than another employer who has all female 
lives, other characteristics being the same. One male in the 
second employer's plan is going to get a much lower pension than 
one female in the first one. It becomes horrendous. 
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Mr. Jackson: If the committee were serious about looking 
at. unisex tabhespothere ais agtrapathat sl. would, point..out.fo. sou. 
If .you were toddook qateathat qsituationss,today awithyevery. high 
interest rates, you, might find that the differential between. the 
male and the female is something where you say, "Well, that is not 
very much; let's go for unisex." 


Mortality tciseenotelas: significanta with shighwnates?ioteapncereset 
asi l/itiaisowith : Lowa«ratesiLof icinteresit,vcands Sse, vou, ;could. make. ian 
assumption based on present 20 per cent rates of interest, saying 
there is very little difference Then if we do lick inflation and 
we (go.down /to> sixsiorevseven ? pem cent) matesimofweuinterestsaptne 
difference in that mortality is very significantly different. 


Mr. McClellan: It is not a problem undérencthe _-Canada 
pension plan. 


MrsesChairmanejill ¢.don" thethbinks itonisSy asproblemj.sunderm, the 
civil rights legislation either, is it? 


Mr. Cureatz, you were number two on my list. I missed you. 


Mr. U'Cureat2sho Thawte ight 7) thebtinfamovsm bist. arancee! 
Snuck in a couple supplementaries as everyone else is doing, and 
Mr. Epp covered the area of time that I was going to ask about. 
But to finish off the time aspect, on page seven of your summary 
brief, ‘pension -initiatives;. I lam. curious) vasnm toieyouny initiative 
just now in terms of the proposal you are making. Has it been a 
cumulation of a number of years of work from which you are making 
this package, or has it been through anticipation of government 
legislation that may or may not come to pass? 


MraveSpeedsem i: sathinks themigenesiswiof qthismwasmthejsexposure 
of the ‘fact ‘thatiethe large part of the peopleviof sthe sworkuing 
population who were not covered were employees of small employers. 
So we looked at what we could do in a voluntary situation, that 
is, where pension plans were established voluntarily, to try to 
interest this group of people in obtaining coverage under pension 
plans. I think it is'-very “michian outgrowths of@emuchstofhatheustudy 
that has been done in the last years and the identification of the 
various employees not covered by pension plans. 


Mr. ‘Cureatz?* Possibly 8 /thesistriking) © offsteheljyccommissian 
spurred your particular organization 7°to Santicipatels possibic 
legislation and that it would be in your interest to move. 


Mr. Jacksons:S+} You could aiso' argquenvit- (26% something =< that, 
if it were successful, would mean that you wouldn't have to have 
legislation on PURS. 


Mrs ‘Cur eatz Yess 


Mr. “Speeds?STf this: "part ileutarsvoian Seam laccomplish \Ggood 
coverage, it can reduce the area of the uncovered on a voluntary 
basis; that's one thing. If it is still felt necessary to mandate 
pension coverage, then this could be a vehicle that would allow 
small employers~ to “put in pension - plans) i iwithoutll aislot sot 
difficulty. It can serve a double purpose. 


Mr. Cureatz: Thank you. 
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Meroe Peterson’ Ujvatioveryo Dnterested,;in,,.the  form..in which 
the plan exists now, and I really think that your brief has been 
ne LDpLuD, BAss youd *saidyoJohn;” one” of -the), bighv.guestions . is._;the 
coverage issue. You point out the paucity of information in that 
area. It iS certainly troubling me very much that we don't use an 
evephantivgun "to} killa mouses,on, yivice q«versa,oaignore ..a, more 
Significant problem than we perhaps think. 


On page eight of your supplement, when you are dealing with 
your own alternative to the PURS system and you would basically 
like to see more flexibility, you could use a PURS-type system or 
two Or three other possibilities if we get to the point that we 
are mandating, but you are not too sure that we should mandate. 
You used to think that we should. Now you are not so sure that we 
should, pending further information. Am I reasonably summing up 
your position? 


Mr. Panabaker: That is very close to my position, yes. 


Mr. Peterson: The only thing that troubles me about this 
chart on page eight--allay my suspicions, allay my fears--is you 
Operate on the premise that the lower income earner, that is, 50 
per cent of the AIW, a guy making $8,000 or $9,000 a year today, 
you follow that premise through and say, "Well, since he was poor 
in his working life he should be poor in his retirement life." 


Mr. Panabaker: No. 
Mr. Peterson: Isn't that what you are saying? 


Mr. Panabaker: We are saying that it is not necessarily 
a good thing to provide retirement benefits that are significantly 
greater than the earnings during a working lifetime. 


Mr.oweretersontarcThis., offends, my, liberal...instinects. «I .am 
not sure that we don't have to bring an element of social policy 
into this guestion to make Sure that he isn't continually-- 


Mow abanabaker: eubut,570U dO wthatw,tnrough,—~ the, OAS/GIS 
approach and not through an earnings-related pension plan. If it 
becomes SOclalypolicys/’and jpolitical policy to say that the person 
with 50 per cent of AIW should retire with disposable income of 
150 per cent of what he had when he was working, if you can 
convince yourself that that is the appropriate way to go, then I 
think you do it through the OAS/GIS mechanism. 


Mrae Peterson: My quess”™ rs’ that*wnen =your-sort, out “tre 
coverage problem and isolate who is not covered, that is the guy. 
The guy who is making twice the AIW, which is $30,000 or $35,000, 
probably has some provisions for himself. In a social sense, he is 
not our problem. 


Mr sa DOWSe LG. Mayet. respond! to thisec. You. are. attacking 
Our basic assumption that overall pensions should try to replace 
something like 80 per cent of pre-retirement income. You are 
saying in your view that may’ not be appropriate for someone who 
Guring his working lifetime made only $8,000 a year. I submit that 
if society decides that after retirement that kind of person 
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should make something like 120 per cent of AIW after age 65, after 
he stops working, what about when he is still working? Why 
shouldn't that “person’ make 120 per “cént’ of "S08 pery cent «co oaiw 
while he is working? 


You are opening up a whole new approach to the provision of 
the division of income inthis’ Gountry. 9& Cannotelaccept dthel face 
that while talking about pensions--and the association committee 
spent some time arguing about what is the basic thing we want to 
hang our hats on, and that is trying to replace’ the income or some 
portion of the income the worker was making while he was working 
after retirement--to go beyond that, to say that replacement 
ratios for some segment of the population should be 125 per cent 
of pre-retirement, that opens up a whole new area that we were not 
prepared to get into. 


Mr. Jackson: That really should be done by the 
government in its social policies. Canada has gone very much that 
way with the flat OAS plus an income-related CPP. The social 
system of Canada stacks up very well against the rest of the world 
in that characteristic. If you are only earning $8,000 and you are 
saying, "We don't want to pay active people $10,000 because they 
damn well are able to get out and work and they should find a job, 
but when they are retired they are unable to work and therefore we 
should pay them $10,000," if that is the essence of your argument, 
then I say that should be done through old age security or GIS. 


Mr. Peterson: I see what you are saying, but let us take 
the reality. The chap making 200 per cent of AIW or 150 per cent 
is probably making some provision for his own retirement even if 
hel is noc insitie plan. 


Mr. Dowsetts*"Inere ©are “a Lot "of people “in society! coday 
Over the age of 65 who earned an income which was maybe 150 per 
cent of AIW 30 years ago, who did not make any provision through 
private sources and are solely reliant on OAS and GIS now and are 
in trouble. Minimum mandated pensions of this variety, the kind 
that we have proposed, would take that person at 100 per cent, or 
LOO" riper. cent of ethe “AIWw, “and sav: *" Youmiiave =toeradd Co <woae ~you 
will get some time down the line through CPP and OAS. You have to 
add something more. You and your employer together have to put 
some more money aSide so that 30 years from now there will be an 
adequate three-legged income for you." 


Mr. Peterson: You are ‘Saying that too. You are forcing 
that guy to put up something himself. 


Mr. DowsSett: Yes. 


Mr. Peterson: But that is not going to force the ‘poor 
guy to put something up. 


Mr. Dowsett: No, because he is getting enough out of OAS 
and CPP. 


Mr. Peterson: But just supposing that guy could squeeze 
tWwo..per cent ‘out of his “50 per cent Of "the "ATW, "two per cent 
contribution out of his $8,000 a year, you are operating on the 
premise that he cannot and you cannot tax him any higher. 
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Mr. Dowsett: And do not need to because Ot the 
replacement ratios. Look at the top line on page eight--70, 95, 
93, 116 already without any minimum mandated pension. 


AC weer OLeLoal? DOG weVOlUensC DINK sstliC.eiLLOStyhcaci0s »- area” LOO 
high and you want to get the ratios down. 


Dieagwevocclusntue 2inst tatio, are lilo or. 147. .s=too nigh. 


Mr. Peterson: You are saying to get them down because he 
only deserves a smaller percentage of his pre-retirement income. 


Mint DOWSGt CWA tabs NOt that he only deserves that. I 
guess our inclination in suggesting this skewing of the minimum 
Mandated pension plan is to address the situation if the 
government of the day in the Legislature says, "We have to impose 
Ourselves in the economic world out there and force something to 
happen." Where should we be doing it because of the biggest need? 
It is not in the area of the people making up to half AIW. It is 
not there because society has already taken steps there through 
OAS and CPP. 


Mr. . Peterson: But..they. are, still below the poverty. line 
in a nunber of cases even though they are getting maximum 
benefits. I can understand the philosophical consistency of what 
you are saying, and I do. I am just adding another dimension. 


MEenaDOwWSett;: sButb, it. anything..1is...to .be done along... those 
TeneS, em Innaogbeer with what Mr. Jackson “Said, thatesitasciscmtsurely 
through old age security payments and not through a wage-related 
private pension plan. 


Mra» Peterson: WOlUkd. VOu,.Like to. tax..back ~over,-.$30,000 on 
the OAS? 


Mr. Jackson: I don't know if we have really thought of 
Bhat eitoOOmimuch.. Inequess., la. aMnswiot »Ssure- ,exactly--nowe.much.. the 
contributions are. I have a little difficulty. 


Mr. Panabaker: How much of it is supported from general 
revenue and how much from OAS? 


Mroaebeterscons. All sot.it US..Haley, Wants .toO~ itax, Dack gail 
ik 


Mr. Jackson: Personally, I think the higher rates of tax 
on OAS is reasonable, but I do not think as an-~ industry we have 
really addressed that problem. 


Mr. Peterson: I am far more concerned about the low 
income type. I am not suggesting that the mechanism is 
(inaudible). I understand your points, but it is one possibility. 


Miron Panabakers) Lt sy0u 4 Look “at Y the» "table ‘on’ pager ierght, 
Mr. Peterson, we were looking, fundamentally, at the 50 per cent 
Of AIW plus GIS, which are -the ratios 92,106, 129 and 142...Even 
Our scheme for a married couple at that level provides 129 per 
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cent. PURS is even more heavily loaded. We went as far as we felt 
we could go. If society accepts the point that you make about 
these people being in poverty, then we believe fully that GIS is 
the appropriate level. 


Mr. Peterson: You would not believe the number of people | 
who come into my office who cannot wait until they are 65 so at 
least they can semi-survive. That is a real problem. They expect 
to make more money when they are 65. 








Mr. Panabaker: That raises a whole new avenue. 


Mr. Peterson: I know it does. I am not sure I see the 
same social evil in it as you do. 


Mr. Riddell: You suggest that pensions working for the 
retired person would be making more money than his working mate 
who is still sweating it out in the shop. 


Interjections. 


Mr. DowsSett: Our scheme doesn't do anything at all. That 
93 and 129--that's there now. There isn't any benefit-- 


Mr. Peterson: And you don't recommend moving it to bring 
it into the philosophical framework that you have suggested? 


Mr. Panabaker: Pardon me? 


Mr. Peterson: You could recommend that we change the 
system to bring it down. 


Mr. Panabaker: I guess even life insurance executives 
are conscious of certain political realities, Mr. Peterson. 


Mr. Riddell: Don't get Peterson involved. He's a 
Liberad,) hutuhe! snot, ali tevaterertiwainds 


Interjections. 
Mr. Mackenzie: Compared to you, Jack, he just might be. 
Mr. Brandt: Compared to Jack, everybody's left wing. 


Mr. Panabaker: On a point related to the one we have 
just been discussing, I think one of the most’ interesting 
calculations that we made during the course of our studies of the 
pension system is embodied in the tabulations on page 22 of the 
longer brief, which is the calculation of the replacement ratios. 


I know myself that I was greatly astonished, not being 
retired, to see those calculations, which indicated that a person 
at average industrial wage of $17,000 would have had a disposable 
income of $13,171 prior to retirement; after retirement, assuming 
Our plan, that person would have had disposable income of $11,585. 
The $11,585 related to $17,000 doesn't sound very good, but the 
$11,585 related to the $13,171 looks a great deal better. Their 
figures on that page are very, very interesting, and I think will 
repay study. 
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Mieeitoes Lave two. cues ciOns. "Lam a Little *: conrused, 
Mr. Panabaker, I Suppose, on the position that the association has 
taken with respect to mandating. I understand that from the 
pension conference you were in favour of mandating, and now I get 
the impression that you are somewhat ambivalent about it. From our 
Standpoint as a committee trying to study this particular problem, 
and mandating being very important, I would like a-- 


Mr. Panabaker: You would like a clearer statement? 


Mr. Epp; “Yeo, — becauselore thinki<:chemsinsurance Jconpanies 
have a big stake in this whole problem, and it would help us to 
know where you stand on this. 

MEN Panaveker <1 Wisi, . Could ™be more precise, Mr *Epp. 
I will take you through our thinking as I see it, and then perhaps 
either Rob or Sid would add to it. 


Micewip pees Was * wondering: wheres thati= conversion “was On 
che” royal-- 


Mr. Panabaker: The conversion in the wrong way perhaps. 
We began to study the question of the makeup of the pension system 
aS a committee about a year and a half ago and one of the first 
questions that we began to deal with was this question of 
coverage. That was prior, of course, to the publication of the 
Povan = COMMISS.0On. Ltt Was,,  E* cthink, probabiy™ prior to» the 
publication of the Lazar report which came out about the time we 
Started our work. 


As we began to grapple with that, the first hurdle that we 
had to get over aS a committee was the philosophical question of 
whether or not we would be prepared to support mandating. After we 
had debated this at some considerable length, we decided that, 
Given the way in which society is structured today, and 
particularly the question of the mobility of the population and so 
on, the question of coverage which might very well prove to be 
Wewy eke ccUulLe. 


We had assumed that there would be more statistical evidence 
coming out in the royal commission report, among other places, 
that we could not philosophically oppose mandating. I think many 
of us would prefer a system where you did not have to even 
consider mandating. 


4:10 hie 


We decided at that point that we could not philosophically 
Standvijup--and ‘say; (You) must. never “under “any, .circumstances 
mandate." People might very well say: "Yes, but it is in your 
interests, as life insurance companies, as the prime carriers of 
small employers' pension plans, to insist on that. You are just 
feathering your own nests." Philosophically, we had to wrestle 
with -that in the other direction. We had to bring ourselves to 
say, "We think there should be mandating." We think we came to the 
view that mandating was certainly a viable alternative and might 
very well become necessary, depending on the characteristics of 
the uncovered. 


40 


At the National Pension. Conference, I. referred to usS as 
among the mandators because we were then and are still prepared to 
mandate it. 


There are a great many people in the private sector who have 
said it is not necessary. It has been indicated, as Mr. Jackson 
has said, that the evidence is not as clear aS it might be on the 
nature of the people who are not covered in the private sector, 
and we concluded that it would probably be desirable to know more 
about that because mandating is such a fundamental issue that it 
would be desirable to know as much aS we can about that before we 
make that decision an irrevocable one, because once you have made 
it, you have made it. 


There has not been a philosophical backing away, if I may 
quote one of the former leaders of Mr. Peterson's federal party, 
"Mandating if necessary, but not necessarily mandating". 


Mr. Peterson: I assume we do not know what that means. 
Mra Brandt<eoTypical.fuzzyathinking. 


Mr. Panabaker: BaSically, we feel it such an important 
decision that we want to make sure all the evidence is in and 
everyone is satisfied before that final decision is made. 


Mr.- Dowsett: Could 2 make a’ couple:sof! additionalli-points. 
Clearly at the National Pension Conference our position was 
Mandate private pension plans if the only two options that the 
country is going to come to are either mandating private pensions 
Or expanding the CPP/QPP. We were clear and argued that way. 


If some sort of government involvement iS required with a 
universal approach, please do not do it through expansion of the 
CPP/QPP, do it through mandating minimum private pensions. We have 
made that point quite clearly. 


Another point that I think we have tried to bring out today 
is*'that “we *are=4in* favour off mandatings Wf Fits isertchess ight eform of 
mandating. ‘The. PURS® form of .mandatingiais! snot. the, .nightioformi mot 
mandating because it addresses some segments of the community in 
an inappropriate way. We would much rather mandate private 
pensions along the lines of the proposals that we have in here. 


We are concerned from another point of. view.,.that, with.Gthe 
various different legislative initiatives that can be taken in 
this country between the federal government and the provincial 
governments--and all the different provincial governments--that if 
we come down hard on the side of mandating a minimum private 
pension for some layer of earnings that additionally, later on, 
there will be other elements to pension legislation on vesting, 
and post-retirement enrichment that will affect all of the 
existing pension plans that are out there now, and increase the 
costs for pensions above a mandated level. 
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We are concerned that the employers in this country will get 
Slugged with both elements. That is the concern that has come to 
the fore in the last six months. 


To come down and say you are in favour of mandating, perhaps 
we would say we are in favour of mandating provided the 
MeciSlaturesioin then.country ;do,.not.,force..a..lot’ of.. additional 
pension reform on other elements of the higher income earners, 
which will be very costly to employers. That has kind of forced us 
to come off our strong-- 





Mr. Dowsett: Does that help? 


Mr. Peterson: What do you think of .the system that the 
CMA suggests? Are you familiar with that? They said, "The employee 
can opt in and force his employer to go in." IS that appealing at 
all? 


Meet t JacksSonen,« NOgyaed avthought.. they, 2felbt. the horns. of 0a 
dilemma and they just sort of came up with a compromise. 


Me. mReLeCESON: wabVeryoodVesi Ses Dlavinges, politician. .on. this 
issue. 


Mie. VMACKSOM: eYGS, thusINess wil ads coulds «Sayi, Bee would: not 
disagree with anything that Mr. Panabaker and Mr. Dowsett said, 
although we have had lots of disagreements in the course of our 
discussions on this. But I think, in essence, the question is not 
one: a LOL, annaCCUaALles «Ore insurance «people. to decide, With iS a 
philosophical question of how much are you going to legislate 
conduct of Canadians and what is a satisfactory coverage. 


LE eyounpane »~philosophically;,inclined, to <say,~.100 pex-scent 
coverage is the only answer, you are not going to get it any way 
other than by legislation. That is one thing. A number of us are 
very much involved in some other organizations and because we are 
technical experts, we become often more involved than I would like 
in this same guestion of other organizations. 


Let me talk of the Business Council, which is a group of 
about 150 of the largest companies in Canada. The feeling on that 
iss ~LS.~it. fair to mandate” additional costs =to-—-the-_big,-. good 
employers, if you like, who have the pensions and leave scot-free, 
all of those who have not put in pension plans? If there is a 
social problem here, isn't the social problem mostly with the 
uncovered? 





I guess they are coming around to the feeling now that 
perhaps the best way is to have improvements only up to a certain 
level. I am not talking of this presentation, I am talking more 
mabout the Business. Council. .This is not -—a--position,.this is a 
m™ trend of. our, thinking... That,.is why ,.i.guess, “the Business Council 
is not here formally to make a presentation to you because we have 
| not formulated and gotten approval for our position. I think in 
® the big business as.distinct from the insurance--the insurance 
industry you might say are mostly suppliers--but the big users, 
which is the Business Council, the feeling is that one way of 
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pursuing this would be to have improvements only up to a certain 
level--up to one and a half times the industrial wage. If you are 
going to legislate improvements just go up to one and a half times 
average industrial wage; that is up to $27,000 or something like 
that. If you are earning” over “that, “surely the empiloyér=-union or 
the employee-employer relations can handle that. Let us leave a 
little freedom of choice because surely freedom of choice is a big 
important. factore of “democracy. Also; “only fapply RthlS to Sfucure 
service and do not make it retroactive. 


If you do make that sort of legislation, then you can see 
whether you have time then to investigate what the coverage is and 
whether these sorts of improvements on vesting and on excess 
interest and all of these other factors that we have been talking 
about are applicable to private industry that have plans. If by 
doing some of these things we encourage other people to get the 
coverage, then we are not caught with this bind that Rod Dowsett 
was talking about where a business right now is concerned if we go 
for just the improvements in the private sector we will be hit 
with costly improvements there. Later on somebody will decide that 
is not sufficient and they will come in with a mandatory plan and 
we get the double knock, which can escalate the costs to some 
employers to a point where they become uncompetitive, not only in 
the Canadian environment but particularly in the international. 


The difficulty of pensions ‘is the way the scosts “in ’’the 
legislation impact on various people. That is more true on the 
indexing or the cost of inflation on pensioners than anything else 
because some employers in mature industries have a very high 
proportion of retired people. 


4:20 p.m. 


Mr. Chairman: Are there any further questions? 


Thank you very much, gentlemen. Ltt’ hase been, “var ivery 
Stimulating afternoon. Your submission and your answers to the 
varied questions have been not only provocative, but instructive 
as well. We appreciate your attendance. 


Mir. Peterson: This whole coverage Crrng is really 
troubling me, and the more we get into it the more I am bothered 
aDOWee Lt. 


Mr. Chairman: Will the members please remain? Gentlemen, 
there .is somer/ “information athateryow lpwished, i epreparedwWiby, Tor 
provided, certainly, if not prepared by Wells Bentley, and we have 
distributed that to you. It has been marked as Exhibit 87. That is 
PURS.» andosthe . projection 4tofeuhenefits me ial) etomrivoutmavemethac 
information that was requested. 


There are a couple of other items you may wish to discuss. 
We canvassed the members in terms of an additional day, and it 
would seem that Monday, September 21, is the most popular day, a 
day that will accommodate most members. I think everyone can be 
here except one, and that is Mr. Epp. 
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I was saying, Mr. Epp, that we have canvassed all of our 
members to see what Monday in September might be most convenient, 
and the most convenient day to all of the members is September 21. 
That is taking into consideration those who cannot be present on 
any other days. There is only one person who cannot be present on 
September 21, and that happens to be you. 


Mos Epps etlithinksemyjeear kre nequestionnaixre-—Tystilledi..in..a 
Supplementary one--indicated I could be present part of the day, 
but I have a speaking engagement that evening. 


Mr. Chairman: It would be helpful because we might not 
need the entire day, depending on the nature of the interim report 
and the degree of agreement. 


Mr. Epp: I would be reluctant to change my engagement 
because I have already changed it once. 


Mr. Gnatrman : Okay. Mes thought i Should alert those 
members who are here now to set aSide that day, if they will. 


Mr. Peterson, you had an additional matter. 


Mr. Peterson: Yes. I am very troubled by this coverage 
question. It seems to me the more we get into it the more problems 
we have with it. We have all the experts coming, and they don't 
Know the bloody answer to the guestion. 


Ineame "no tiesuggestiang sthis =positively;. Dp-jJust.-want.. your 
reaction. Maybe this is an area where we have to commission some 
independent research. It seems to me that maybe we would have to 
give some very serious thought to how we did it. I would like 
Wells's thoughts on this issue. Maybe I am an alarmist. Maybe we 
have enough information and I am just not aware of it, or maybe it 
neo notisasaes>ig.wga eproblemeaas,. I-think; ;.but. certainly asy it. iis 
developing, it is something we just can't get any uniformity of 
Opinion on. Nobody knows the answer to it. 


MiemecuCley : tt 1S trie there 15° nO ~sludy  enat olan 
aware of that gives you the definitive answer you seem to be 
looking for. 


Mr. Peterson: Would it be helpful if we had one? Maybe 
it won't teach us anything we don't know. 


Micmecene eye sel wdOuUDe, slike nell sit .at will} teach = you 
anything that you don't have a feel for already. You know there is 
an uncovered area, you know the areas of people. You spoke of 
them. All of you have spoken of them. You have a great concern. 


Mr. Mackenzie: The issue iS compounded by the question 
of adequacy where you do have some coverage. 


Muy. abentleys Thatts right..idscan find .people-who~-can, do 
a study. I'm not sure whether you could probably accept the study 
as being a valid study. It would probably take anywhere from three 
to four months to complete, because you have to search in 
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different areas for the information: through income tax records, 
from which we can get certain information; from Stats Canada 


records-- 


Mr. Peterson: Are you a spy? 


Mr. Bentley: No, we don't have a spy. -Itis just that. 2d 
know people who can get information from tax returns in total that 
will give some indication of it. Harry Weeks, for instance, has 
utilized this in some?"of® is Swork?]*parerculrarly stim slooking Gace 
RRSPs “and «this: kind. ofsinformation. —ebut al’ m) notwsureouthat wise 
assist you materially: in knowing ‘whether, it's) '20;) 25 ,0or130 per 
cent, and I think that's the area you are really looking at now. 


My own studies indicate--and I haven't done one for a number 
of years; the last time I did one on the back of a package of 
cigarettes, I think, or something of that kind--that approximately 
65 per cent of people a couple of years ago were at least 
employed. But under the current vesting rules, which allow people 
to lose rights, I cannot get information and I know of no place 
except in the province of Québec where we can get any indication 
of how many people under the current rules lose pension or 
prospective pension entitlements. I'm not even sure that's of 
value to you. It hasn't been to me, because I've had it available 
to me and I've not been able to persuade anybody in the past to 
change the vesting rules. 


Mr. Mackenzie: Surely the royal commission says it's a 
problem. That's one of the things we're dealing with. 


MrE.-*Petersons~ (bo “your guys’? heareemy + concerny,s2 andscdogsyou 
see any solutions to it? Maybe we just have to wrestle with it. 


Mr. ~“Chairman:* Your « concern) "of ,rcourses>, Sis? one USharédyvsar 
think, by most “of “us or’ “all of us, depending’ “on that Starget? group 
and the need to address a problem, i1f there is a significant 
problem, unless you are either for or against the mandatory plan, 
whether it's PURS or some other type of program. I think that's 
fundamental. 


The problemeas I Sees it vis: (thateyourecan get: iaicpicture tateany 
One moment in time of that particular group, but it may be a very 
fluid group. To follow the life of any one of the individuals who 
make up that group may be very revealing, but it's not something I 
can see done. I'm not arguing; I'm just perplexed. 


Mr. Bentley: Mri Peterson, iT find Leey dveta crit to 
believe that a specific number would be of any advantage. 


Mr. Peterson: Even.sa» profile will. But maybe that's ‘such 
a big deal-- 


Mr. . Bentley: » The profiles are. theres: Wel have got a 
profile, which is a high profile, from Arnold Shell; we have got 
the profile from the royal commission report. Somewhere in that 
area iS your concern. How you identify it absolutely I don't know. 
1 don*t think you can. 
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MU Eee tia UOMm CER NOWL NOWs we can resolve some Sort the 
Other problems until we have resolved this one. Some of those 
others are so (inaudible). Coverage is the big problem. 


Mr. Bentley: Coverage 1s a tremendous’ problem, and 
adequacy of income is a problem. 


Mr. Brandt: Can Lte ybe absolutely addressed in the 
Polctonemecolslation, §Or 1S it in fact.a. -philosophical “social 
welfare problem? 


Mineeoencley so inat Ss pant OL) j1t,, sand’ immediacy, certainly 
is a social problem. The immediate program, one of the things I 
must ech1camcO way, Out toryou, is’ the social program now that: you 
have to wrestle with outside of any possible pension arrangements 
you can contemplate either through legislation, marketing or 
whatever approach you decide to take. That is one problem you face 
now, and it's an immediate problem. Again, we don't know the exact 
extent of it. We don't know the levels of income that are 
appropriate for anybody to survive on in today's environment. You 
can guess anywhere from $8,000 to $14,000--take your pick, Mr. 
Peterson. I don't Know which is right. 


Mreo Chairman: If don't sthink, we are going to resolve that 
at 4:30 p.m. It's something you can think about over the weekend. 
The committee will stand adjourned until 10 o'clock, Tuesday, 
September l. 


The committee adjourned at 4:30 p.m. 


 @eeiO0R: yhaDkgaor oid Manton? id ‘bee: 
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LEGISLATURE OF ONTARIO 
SELECT COMMITTEE ON PENSIONS 
Tuesday, September 1, 1981 
The committee met at 10:10 a.m. in room No. 15l. 


ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
(continued) 


Mra eGhairmanz” wheycall) ,thevyemeeting,\jto,,order, “Since, our 
last day a number of exhibits have been tabled. They are in your 
binders. 


Exhibit number 84, dated August 27, 1981, is a statement to 
the committee from the Trust Companies Association of Canada. 
Exhibit 85, dated August 27, 1981, is, again, a submission to the 
committee from the Trust Companies AsSociation of Canada. Exhibit 
86, also dated August 27, 1981, is a submission from the Ontario 
Public Service Employees Union and, with the same date, exhibit 
87, from the Pension Commission of Ontario, iS PURS: Projection of 
Benefits. Exhibit 88, again for August 27, 1981, from the Mutual 
Life Assurance Company of Canada, iS a paper entitled Inflation 
and Pensioners. The paper was dated July, 1981. 


We are fortunate this morning in having with us-- 


Mr. McClellan: The document exhibit 87: Is that the work 
Mr. Bentley's office did or was it somebody else's? 


Mes sChairman: Yes, it is a projection .of..benefits, which 
I think you asked Mr. Bentley to provide. He was good enough to do 
thavamand wil same tsuressawey wildsvall ° rejoice sin, receiving this 
particular document. 


Mr. cEppessDrayevernyonesreceive othat?: JT ty,does, not. seem, to 
be on my desk. 


Mr. Chairman: We shall investigate that because we 
Should have it. 


Mr. Epps ithave.exhibits)88.to 92.inclusive. 

Mr. Chairman: We will help you look through your papers. 

Mr. Epp: Unless we got it last week. 

Mr. Chairman: It was actually delivered Thursday. 

Nr ysEppYyFair jenough';\;then’ I have.it upstairs, 

Mr. Chairman: I waS saying we are fortunate this morning 
in having three separate submissions. One is from your colleague, 
the member for Sudbury (Mr. Gordon), who is number one on the 


agenda. He will be followed by William M. Mercer Limited and then 
Mr. Edward Archer. 


vs 


Mr. Gordon, welcome to the committee. We will turn the 
Matter over to you now and you can present your brief any way you 
wish. 


Mr... Gordon: Thank ™ you, 9 Mr? .iChairmanma sbetyymes Begin by 
thanking this committee for giving me the opportunity to present 
my concerns and those of my constituents. 


I can assure you that your work is of tremendous interest to 
the working men and women of Sudbury. Their hopes, as those of 
Many Ontarians, for a happy and secure retirement rest on the 
decisions you are making here and the recommendations which no 
doubt will come out of this committee. 


Mr. McClellan: Can we quote you? 
Mr. Gordon: YeS, you may. 


Mr. Chairman: Incidentally, now that Mr. Gordon has been 
interrupted, copies of his submission are currently being run off 
and in a few moments you will have copies. 


Mr. Epp: Literally “hotjorr the press, 


Mr. Gordon: Pensions, in particular old age pensions, 
are the foundation of our welfare policies. A century ago, 
pensions were awarded by grateful peoples to war heroes. Some of 
the oldest communities in Ontario were begun as awards and 
pensions to veterans. The old age pension first became a political 
issue in Great Britain. 


The 1910 debate over pensions brought about fundamental 
changes in British government practice. In Canada, pensions were 
introduced 20 years later with much less controversy. Ontario 
fully supported the old age pension. The government of Premier 
Ferguson paid half the costs of introducing the system. Premier 
Ferguson accepted this reform "as a matter of rights." 


The old age pension, therefore, is the beginning of our 
present welfare state system. It is where it all started. A lot of 
symbolic importance is attached “to -these pensions. If they 
continue to thrive and provide adequate security for our people, 
we can be assured that the entire social security system will 
continue to work. 


On questions such as these, I believe there are no partisan 
boundaries. These are not questions to be considered from a 
Liberal, New Democratic or even a Progressive Conservative 
viewpoint. These are not questions, to me, of left or right. 


Rather, the old age pension question is a fundamental issue 
in our “Society. It ist a question’ “that concerns S@ll-of us. no 
matter what our beliefs, because we all contribute to it and 
eventually we all benefit from the plan. 


It 1S a question of common decency and common sense. This 


question is not a forum, in my view, for dogma and partisan 
rhetoric. 
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Following my election to Queen's Park, I read the proposals 
of the Haley Royal Commission on the Status of Pensions in 
Ontario. Some of them concerned me. 


The heart of the Haley commission's proposals is the 
creation of the provincial universal retirement system--PURS. The 
concentration of funds and the management of PURS will be a great 
financial burden to the province. At a time when we are so close 
to balancing the budget and reducing the deficit, it would be 
unwise to embark on such an expensive proposition, particularly 
when there are other options available. 


Mr. Peterson: You are saying PURS is a financial problem 
for the province? 


Mr. “Goraons, I see it as a. financial “problem “for” this 
province which 1S going to cost the government and the taxpayer a 
Mirr ror dollars to administer, AS I go on, you will £in@ I point 
out the benefits I see in another program at present available to 
all Canadians. 


Mr. Chairman: We will not anticipate you, Mr. Gordon. 


Mr. Mackenzie: You feel we are so close to balancing the 
budget? 


Mr. Gordon: A political statement. 


Mr. MPMOAGChKeNZ te: cl sthOUGIIt, stthat «Was | a normal pOlLltLicas 
dissertation. 


Mr. Gordon: The Haley commission's report could not be 
more timely. Now is the time for governments, businesses and 
workers to begin thinking about pensions. With our population 
gradually getting older, we must plan now to provide for 
tomorrow's pensioners. 


I took these proposals back home with me and I talked about 
pensions and pension issues with the people of Sudbury, with the 
workers, the small business people, the union officials, with 
PoTcLeercOolLlanm ang blue. “collar: people, | Ati Nad an. Opinion... to 
express; all had a concern. It is their concerns, as well as my 
OwWhgerwitcn. is Wii] deal with today. In a world of intlation .and 
changing technologies, their concern for their own future has 
increased a hundredfold. 


To. begin with, TI want .to~ deal with the ‘subject “of "the 
portability of pension benefits. This iS a controversial point. 
The Haley commission concluded that portability is impossible in a 
system of individual employer plans. Their solution is’ the 
creation of the Provincial universal retirement system. I do not 
believe PURS is the only solution to this problem. The creation of 
PURS, aS described in the Haley commission's report, will cause 
many problems, problems for the economy and conflicts within our 
federal system of government. 


Let me take a moment to outline some of the concerns PURS 
has raised in my mind. Basically, why should Ontario get involved 
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in running its own pension system at this time? I believe that 
pensions, like health care, are national priorities and concerns. 
I believe there should be a national minimum of pension care 
throughout Canada, not 10 different systems offering no more than 
what each provincial government can afford. 


Again, PURS is designed to help solve the problem of 
portability. This is fine if workers limit themselves to Ontario. 
But what if an Ontario worker goes west to British Columbia or 
down to the Maritimes? How will his income in those provinces 
affect his contributions to PURS? 


At a time when all levels of government should be 
strengthening national unity, the creation of PURS seems to be a 
step in the direction of increased provincialism. There must be a 
national answer to the problem of pensions, not just regional 
responses. 

I believe the income a worker diverts to a pension plan is 
his own property. It does*not belong to “the: plan °or”~‘any- other 
group or organization. It is the worker's income. It is only fair 
and reasonable, therefore, that a worker be allowed to take this 
income with him when he changes jobs. 


I am convinced®; full portability.“ of O pensions pmustrbe 
implemented in Ontario. There must be some scheme or some formula 
which will allow the province to unify the intended effect of all 
the various individual pension programs which exist in Ontario. If 
necessary, you send them back to the drawing boards to take 
another look at them. This is a priority which this committee must 
address itself to. There are several avenues of approach which can 
be taken to meet the challenge of portable pensions. 


One avenue would be to ensure that anyone who hires also 
makes provision for a retirement plan. The problem with this 
approach is there are many small businesses which simply cannot 
afford to establish any kind of pension system. I am not talking 
about the small skilled industries, firms that employ about 200 
workers. I am talking about businesses like a corner hardware 
store or a seasonal employer like the operator of a fishing lodge. 


Another avenue--one which I think iS more practical--is 
Simply to bring the Canada pension plan up to the standards 
proposed for PURS. If the federal government could provide a basic 
minimum that meets the needs of all pensioners, there would be no 
need to concern ourselves with portability. All workers, whether 
unionized or not, whether they have a savings plan or not, would 
have some security to rely on when they retired. 


Where would the money come from? This committee has listened 
to many ideas. Some have suggested increased contributions from 
workers. I think we should also look at the other side of the 
coin, to the companies which benefit from the effort, dedication 
and perseverance of their employees. 


In today's world, our social conscience is aware of the need 
to provide adequate wages. It should also be aware of the need to 
provide adequate pensions. 
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A worker gives a lot when he joins a firm. He gives his 
time, his experience, his loyalty, his pride and his’ skill. 
Dedicated workers make a firm, just as much as sound management at 
the top. I believe a company which has benefited so long from the 
efforts of talented individuals should reward them with security 
following retirement. 


Some may say my kind of thinking would drive investment away 
muom, JOntanivo- Panda Candda cut. it became flaw. vd, dont -buyr+that 
argument. I think businesses choose to locate in an area where 
they know workers are well trained and their basic welfare needs 
taken care of. An effective welfare system is a plus in the eyes 
of investors. It means their company can get down to the business 
of business and not have to worry about negotiating basic benefit 
packages with their workers. 


10:20 acm. 


In the meantime I believe the province must take action to 
require workers and management to take responsibility for retired 
employees. Unions must negotiate pension benefits with management, 
not in an atmosphere of confrontation and distrust, but one of 
co-operation and harmony. In Sudbury, for example, it is Inco, not 
the union or the workers themselves, which controls the pension 
plan. Therefore, it iS management that decides how to offset 
inflation's effect on retired employees. This doesn't happen 
unless there is a great deal of pressure from the union. 


AS you are aware there is a legal precedent for the 
discussion of pensions in worker-management contract negotiations. 
Several years ago the British Columbia Labour Relations Board 
ruled that it is congruent with the law for unions to negotiate on 
behalf of individuals who are no longer active workers. The board 
added that it was also the legal right of employers to refuse to 
discuss pensions and that union membership was entitled to follow 
the normal avenues available for resolving the dispute, including 
strike action. 


This dispute--the Canadian Paperworkers Union versus the 
Pulp and Paper Industrial Relations Bureau--hasS set an important 
precedent. Although unions do not represent that many workers in 
Ontario, I believe it would be worth while for the Labour 
Relations Act to be amended to require the discussion of pensions 
in contract negotiations. 


This would be particularly useful for industries which 
involve working under hazardous conditions such as_ mining, 
smelting; working tin'tea “chemicalléplant’*om‘onrran oi] ) rig. StAl bcthis 
will improve the lot of organized workers in Ontario, but does not 
do away with the need for an upgraded CPP. 


I am also concerned that seniors have some protection from 
the ravages of inflation. There must be some form of indexing 
retirement pensions. 


The Haley commission has pointed out that employers are not 
legally responsible for indexing pensions. If an upgraded CPP were 
financed by an excess profit tax it would be possible to introduce 
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some sort of indexing into its benefits. Also, with pensions 
becoming part of contract negotiations, workers and management 
would have the responsibility of making an appropriate solution 
for, their. INGusirys 


These then are the major concerns the people of Sudbury 
wanted me to bring before this committee. There are others and I 
shall briefly touch on each before summing up. 


We are past the halfway mark in the International Year of 
Disabled Persons. We have seen a variety of initiatives from all 
levels of government. Ontario has been particularly active in 
encouraging positive programs to bring the disabled out of homes 
and treatment centres and back into community life. I think it 
fitting that this committee give some time to the issue of 
pensions for the disabled. 


In many ways the disabled and senior citizens are in the 
Same boat. Both receive pensions but suffer from the rising cost 
of living. Both are prevented by either age or disability from 
participating to their full potential in the community, yet both 
the disabled and senior citizens have something to offer. Both 
have experience and strength of character which are required by 
Our younger people and add lustre to the community. The disabled, 
just as much as senior citizens, require a fair break on pensions. 


L. would. like.sthis..committee, to. really_ think. about. that in 
relation to all the briefs that have been presented to you. The 
disabled, particularly those people who have to take pensions from 
industry because of disabilities, are faced with some very real 
hardships when it comes to the amount of money they have to live 
on. 


In addition there is the question of survivor benefits. This 
committee should consider what benefits are due widows-~ and 
orphans, those who depend on the income of a pensioner. Common 
decency requires that they be looked after or given the 
opportunity..to; look, after «themselves. »Ingtalking to.wim Hickey sor 
the Steelworkers, he talks about a vested pension when an employee 
goes to another company and leaves his pension vested in the 
company he was with before. When he dies, what does his widow get? 
That is the important problem. 


I think we have an obligation in our society to recognize 
that when a man or a woman works for a business, for a concern, 
they are adding to the overall total economy; they are making a 
good sii fessfors<Ontarmio,) aa sig00d elite «flor. bis, province... LOolien.LtSs 
people and I think we have an obligation to those people in social 
justice. 


Finally, people in my community are concerned about the 
relationship between pension programs and the separation of common 
property following a marriage breakup. Clarification is required 
to see that the law is sound and works fairly to the benefit of 
all parties involved. 


A sound pension system is to the benefit of all in Ontario. 
A sound pension system guarantees security to the working men and 
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women in this province; provides industry with a stable, motivated 
work force; and ensures a healthy demand for goods and services 
from all ages and income levels. 


No one can argue with the good that pensions have 
accomplished. Extending pensions as a matter of right has made 
Ontario a better place to live and work. The proposals I have 
discussed today will I believe, strengthen the pension system in 
Ontario. Decentralized control will continue, but increased 
responsibility will ensure quality benefits and a protection from 
inflation. 


No one envies the great responsibility that has been given 
to members of this committee. Your decisions will have a profound 
impact on the quality of life in Ontario I believe for years to 
come. It is your decision to either strengthen the pension system 
aS we now know it with your recommendations, or to opt for new and 
revolutionary formulas. 


I wish you the best in your deliberations and I want to 
assure you that the hopes of the working people of Sudbury are 
with you. I want to thank you for your time and patience. 


Mrvou Gnairmans.s Thank "you. fveny. 9emuchPuUe Mrad IGordoni6 Mos 
McClellan, you have a question? 


Mesewice LetLens ust really a scouple;= Mre°eChatrmanm. t It’ -is 
too bad you weren't a member of the Conservative delegation to 
this committee or we might have had-- 


Interjections. 


Mr. Chairman: Don't prejudge your Conservative 
colleagues now, Mr. McClellan. 


Mr. Mackenzie: At least I am going to watch a couple of 
votes very carefully. This is the most encouraging thing that has 
happened to the government members yet. 


Mr. McClellan: I suppose my question is ae technical 
question. My colleague and myself Support essentially the proposal 
that you are putting forward; that is to say that the same course, 
the rational course, is to expand upon the pension system that has 
already been built and developed in this country; that is to 
upgrade the Canada Pension Plan. 


Our problem is a technical one. How do we get around the 
stumbling block that the principle opponent in Canada??to¥San 
upgrading of the Canada Pension Plan happens to be the Treasurer 
of Ontario (Mr. F. S. Miller)? Do you have any advice to us? 


Mr. Gordon: I think you probably have the same problem 
that I have from time to time in sometimes persuading people that 
some of the views that I express, just philosophic points of view, 
are ones that are more palatable than others. 


Mr. McClellan: At ‘any rate, one message that you are 
bringing to the committee is a message from your own community in 
which, if I can paraphrase what you were saying from where you 
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sit, the people in your community are saying the same things to 
you as they say to Floyd Laughren and Elie Martel--if we are going 
to make reforms in the pension system we had better make them to 
the Canada Pension Plan. 


Mr. Gordon: I think what we are really talking about 
here is the whole question of universality and affordability. To 
me it just seems logical when you have a system that has been 
established that you make what reforms you can to make it into a 
better system, because pensions to me are a countrywide right and 
resolve, just the same as health is. 


How do you get 10 provinces to agree that they are going to 
have somewhat Similar programs and we are all going to sit down 
and sort of meSh our programs--we are going to mesh PURS with 
Libenca gandwBC sendisSOmtOLrch. anosiSO, Oh? 1) GO] nOL (Ciink: otic iene 
possible. So what is required here I think is a federal response 
to pensions. 


Now mind you, I mean I have to be fair, in one sense I can 
see the concern that some people have in this province--perhaps 
not enough pension money is being involved in what they call the 
creation of new building, construction and things like that. They 
are afraid if too much money just goes into the government coffers 
then the government will use it in any way they want. 


I can see that is a problem. But that is something which can 
be wrestled with. There is always the-- 


LOS 3 Oe as he 


Mr. Mackenzie: Put a hell of a lot more of it into 
housing. I think we could certainly wrestle with it. There are 
many ways we could-- 


Mr. Gordon: There are wayS and means in which we can 
find accommodation between differing points of view as to how we 
are going to give people in Ontario or in Canada better pensions. 
I. really do not see, at the present time, that PURS is ‘the -most 
attractive vehicle and I have to come and Say so. 


Mr. McClellan: Just one additional question. On page 
three of your. brief you say that. your. principal concern with’ the 
PURS proposal has to do with what you call the concentration of 
funds, together with the management of PURS. You say _ the 
concentration of funds--presumably in the PURS program--and the 
management of PURS would be a great financial burden to the 
province. 


Could you expand a little bit on your concern with respect 
to the concentration of funds in PURS? 


Mr ~onGOrdonsiasVes sepbethewlSan uct < te) Kes abotins Chateeccon eee 
minute. First of all, the government of Ontario does not have the 
kinds of sources of revenues or as broad a base when it comes to 
revenue as the federal government has. For us to ignore the fact 
that there is another level of government which has a much broader 
financial base to support a pension program is folly and I just do 
not agree with it. 
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Mr. Peterson: What is this great financial burden to the 
province? 


Mr.) Chairman: Are you finished, Mr. McClélian?*®¢thén > air, 
Peterson is next. 


Mer. WePeterson’s’) 1 1 dot’notrrunderstand’ this! *great financial 
burden to the province which you are describing. 





Mrs. © GOLrdon: SPIvserore-ait =r. madev@i1terevear’ “chat for, hie 
province to finance this particular pension program through the 
type of administration we would have to set up, the complexities 
of government which always come with it, the bureaucracies, when 
you consider the kinds of taxes that would very likely be 
involved, I think you would have a little more coming from certain 
Sectors, ) O1rcithis <provinee,” the™~ people. ~*of this’! province; © -the 
employers of this province, than some people would like and this 
would take away, to a certain extent, from some of the other 
programs. 


Mr. Peterson: PURS is a highly decentralized program. 


Mr. IGDLdon: Aust eeretremetitinrsh now wThist-rseeinplyl tall. 4 
mean. I would not read into it any more than that. 


Mr. Peterson: You are just saying it is a little more 
bureaucracy. 





Mr. Gordon: My answer was very self-explanatory. 


Mr. Peterson: You used words like "great financial 
burden to the province." That is very emotive and I am just trying 
to understand what you mean. It is not self-explanatory, very 
frankly, but, however. 


What do you tell people in Sudbury when they say, "What is 
Mr. Miller's position?" and you say: "Gee, this is his position. 
He has articulated these six principles"? 


Mr. Gordon: I am a very--how would you say it?--open 
sort of fellow. We always manage to converse very well in Sudbury 
and I think they understand me and I understand them. 


Mr. Peterson: That's about as helpful as you're-- 


MEP Gordon: Ser Oithinkieathatsiiseva ‘good Sphilosophicl®answer 
for you. 


Mr. Chairman: It's certainly a free-wheeling one. 


Mr. Peterson: You have a new suggestion here. You want 
to finance an expansion of CPP by an excess profits tax. You are 
not suggesting there should be increased contributions, you are 
Suggesting an excess profit tax. 


Could you tell me how that would work? 


Mr GGor dom ibar Stetom Sally ePowouldernot » suggest) sthati can 
employee should not pay more. 
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Mr. Peterson: You have made it-- 


Mrs « Gordonts Now Yous thaveygot to meadbertera Mice tLagmore 
closely than that. 


Mr. Peterson: You just show me where-- 


Mr. Gordons You mhavesagusto'come wena, and) tprckea@r ee up wand 
have) barely tseen pt. "But, Win woukdeigo) oneutaisayotnise TO me,e to 
have the kinds of profits, for example, that the banks are rolling 
up right now, to ignore those iS wrong. 


The .individual,,. in’ our . society, when he -works "sfor) “an 
employer, has a graduated form of income tax, and in the business 
world I certainly think there has been more recognition of the 
fact: thatecchey havesca, certain sobligavion,. 1 socialiijustice, co 
see that the employees are taken care of. If you take a look, even 
today, at some of the submissions that are being made to the Bar 
Association of British Columbia, you can see that there is a real 
concern. I really think it is in the interests of business to 
recognize this obligation. 


Mr..m@Peberson: i dhegust. wantsuetogibesrpspecifics Hene,.tyour “Dilan 
would have the employee contribution to the CPP stay the same? 


Mr. Gordon: No. 
Mr. Peterson: Well, what-- 


Mr. Gordon: It would have to be worked out by the people 
who work these things out, the statisticians and the actuarial 
people. 


Mr. Peterson: These are very important politicas 
decisions and Since you made a political statement here, Mr. 
Gordon, I figured you would have a political response for that. 


Mr. Gordon: I think I made a very clear response. 
Mr. Peterson: Then help me out. 


SO you are saying it should be shared now. Should it be 
financed “through »‘an/cvexcess ) profits tax? > “which? cus? “artmoves 
Suggestion. This is the first time we have heard that. And it may 
be an interesting one. 


Most people say that doubling the CPP would cost 15 to 17 
per cent of the payroll. Is it your point that the employer should 
pay that? Should it be financed out of payroll deduction? Or 
should it be financed out of an excess profits tax, and if so, is 
that a profit on (inaudible) -- 


Mr. Gordon: You have to look-- 
Mr. Peterson: --or Inco, or who are you after? 


_ Mr. Gordon: No. I think you have to look at all sources 
of income, and you have to look at both the employee and you have 
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to look at the employer. You have to work out a formula that is 
acceptable and one that people can live with. I think that is a 
very clear answer. 


Mr. Chaarmant: + I supposey amr.  Gordon,*/you #have.e¢to bear tin 
mance w thattnipension premiums *Tort’contributions —-are "considered 
deferred wages aS well in that proposition of yours. 


Mr. Peterson: Well, they are considered a tax for the 
CPP; there is no alternative to it. You recognize, of course, our 
jurisdictional problem, that we do not have--I understand your 
point in asking for uniformity or a national plan; I certainly 
think there is some sympathy for that. 


That being said, we have limited jurisdiction here, as you 
are very much well aware, in this committee. We can only make our 
recommendations to the province of Ontario. So we would have to 
work, in a sense, in that context too. But you would tax banks in 
Ontario to finance a local program (inaudible)? 


MEULEGOCdGones Wren inkibtthat fwould!obeégione: © sources@-Ttcuis 
quite clear as to what I was talking about. We tax them now. We 
tax the industry and businesses now, and we tax people. That is 
not a new concept. 


Mr. Peterson: How does the (inaudible) -- 


Me. SY COrdOn Yai, sind @ "your SeincreduLlity “rather har daasto 
understand. 


Mr. Peterson: You obviously do not want to be very much 
more specific. If you want to come here and do a political 
Statement, that is fine. Then we can invite every other member of 
parliament in here to make a political statement, Mr. Chairman, if 
that is the way you want to run the committee. It is quite all 
right withome,frbut “lrothinkrowet«should offer) that “opportunity? to 
every other member of parliament too. 


Mir. Chairman: I am not taking your remarks, Mr. 
Peterson; itas: autcriticismeofethes*chairman. I ‘do. “not think “you 
really intended that. 


There waS a request by Mr. Gordon to appear before this 
committee; that request was received and acknowledged, and Mr. 
Gordon is here. Now if you or any other of your colleagues wish to 
appear to appear before this committee, then I would be happy to 
receive that request, and we will try to ensure that they are on 
the agenda. 


I do not know whether your remarks are being critical of the 
presentation or not. I think Mr. Gordon has spent a lot of time 
preparing this particular presentation. He obviously subscribes to 
a position that a number of his colleagues do not subscribe to. It 
is a different point of view, and I do not See anything wrong with 
chactsé 


He obviously has not got the statistical backup material. I 
do not think that is something that the persons appearing before 
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us necessarily have to have. It is a point of view that he has put 
to our committee for consideration, and I think that is legitimate. 


AD s4a0F a.m: 


Mr. Williams: Mai: Chairman, I think Mr. Peterson's 
observations are completely inappropriate. I think any person has 
a right to come before this committee, no less a member of the 
Legislature. And as far as any political statements being made are 
concerned, I. can't think of more of them..being made in. this 
committee than by the person who issued the criticism. I don't see 
why a member of the Legislature should not be heard out. 


Mr. uChairmantisted domkt afthinkmathere ais fanyhepolntneds: 
prolonging that type of discussion. Are you finished, Mr. Peterson? 


Mr.= Peterson .s:YOUss Canstcr help we “OUT .cOnesyour. plan” “ware 
any more specifics? 


Mr. (Gordonsy I tthimk Ighave put tnt cléedniy: 


Mr. Peterson: If we are at a dead end, then we are at a 
dead end. 


Mr. Chairman: Mr. Gillies. 


Mr. Gillies: Thank you, Mr. Chairman. Pirst--of—-all, 2 
would like to commend you, Mr. Gordon, for having the guts and the 
intelligence to put together a point of view that you feel 
represents your constituents and to come in and present it. 
Personally, while I am not saying we agree on every point in here, 
obviously a lot of thought and a lot of true feeling have gone 
into this. I might wish that a few others of the 125 had the same 
interest. 


Mr. McClellan: Especially in your caucus. 


Mr. Gillies: I haven't seen a floodgate of your members 
coming in, either, Ross. 


Mr. McClellan: We represent a position that is clear and 
intelligible and coherent. 


Mr. Mackenzie: And we hear all of them, incidentally. 
Mr. McClellan: We are not all over the map. 


Mr. Gillies: AS Mr Gordon said, though, he is an 
open-minded person; so as one open-minded fellow to another, Mr. 
Gordon, first, I think you have raised a very interesting point 
here. I would seek some clarification from the chair in that you 
have spoken about some things that concern me very much, one being 
disability pensions and the second being widows' pensions. 


I have constituents in my office on a regular basis, widows 
in their early sixties, and disabled persons who, quite frankly, 
can't wait until the day they turn 65, because compared to what 
they are getting they feel that the heavens just open and the 
money pours in. 
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i ane not =*cooWwelearslon this, 8Mr oncharrman. 2Dotoweithave a 
Mandate to examine those pensions, or is the mandate of this 
committee strictly old age pensions? 


Mr ..8 ChatomansABTheoy mandatew -ofa=- this i accommittee /sxis: .sthe 
review of the recommendations of the royal commission, and I think 
that is very clear. I don't think we should venture beyond that. 


Mr. Gillies: Of course, implicit-- 


Mie. ceMcClellanisabtantohiowsyafthoughpppthatsed fh pyousydouble 
the CPP, you are also having an impact on the disability benefits 
provisions of the Canada pension plan. 


Mr. Gillies: Yes, part of the royal commission's report 
concerns public pensions. I am certainly glad you brought that to 
Our attention. I would hope that in the remaining days perhaps one 
or two of the other delegations might have something to say about 
that area. 


Would you see more value in the PURS type of program--would 
it be more acceptable to you--if there were agreement across the 
country? Because we have accepted in this committee that it would 
be practically a prerequisite of the program that there be some 
national accord on such a program. 


ESM. yours *problem withViPURSG%the  factwithat™ itegis .am money 
pubCchasesitypesof pilmn-Abcri isiebty theidprovincialeyunisdiction that 
bothers you primarily? 


Mrio -Gordon:vePfhe athing: that bothers..me most is, thes fact 
we are having sort of regional responses to the problem that 
demands complete portability and universality, and that is not 
good enough. 


I know there is bound to be a question--and this is a 
viewpoint--a question of philosophy between whether the money 
should be, by and large, largely going into a fund that is largely 
used for business purposes or whether it should be one that is 
more oriented into the government coffers. 


I can see that there is bound to be a divergence of opinion 
there, but I think that is something that is probably a concern of 
this committee and something you are going to have to wrestle 
with. I think that probably somewhere in between is the answer, 
but I don't profess to be an expert in the field. 


Mr. Gillies: The investment policy of the CPP is 
something that has concerned a lot of members of the committee. 
And something I feel, on which I might ask your thoughts, is that 
in creating such a large pool of money I am not at all convinced 
that leaving the jurisdiction with the CPP would eliminate the 
jurisdictional hassles, because I have to think when you create a 
pooboof money ‘thato-largeisinmsterms: of biblions* ofm:idollars that 
there is going to be manoeuvring at the constitutional level over 
controlgotCidsadds just tthhnows that tabhiyou.aI«saidegquite;ycariyicin wthe 
discussions that I thought we were approaching a constitutional 
argument. 
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The other thing--and this came up again last week when we 
were talking with some people from private pension industry who do 
not wish to see an expansion of the CPP--is that the point came up 
that,* “as it stands mnow,. the CPP 15 not progressive; the 
contribution rate is the same whether you make $10,000 a year or 
$100,000 a year. Some would say it is then-- 


Mr. Mackenzie: You actually pay less of your income than 
(inaudible) 


Mr }“Gillies?:**sxactlive “Whatewinedn' As, Srtris othe “same =but 
proportionately * it * Ws’ “YoweragwaAsits 1h) stands;s thenpoyit i2bs eda 
regresSive tax. 


I wonder if you have any thoughts. Would you see some form 
of indexation? Would you see a varying scale of contribution rates 
depending on income? Or how would you address that one? 


Mr. Gordon: What you are raising iS a veryusvailid 
cCONncerns aw bute again wT "think S8tnat ” propavly ‘comes. = cown aco 
philosophic question as to whether people should be paying the 
same basically up to a maximum or there should be a progessive 
graduation worked in. I think that is something this committee is 
going to have to wrestle with. It is not something I can answer 
for your 


Mt. SEpps. Mr sa@Gordom, sper sonally;s iy“amlacwaittley surprised 
that you would recommend that these funds go into the public 
purse, Simply because of the fact that experience has shown in the 
last number of years- that the $18 billion ‘or $19 billion “the 
governments have borrowed from the CPP has been inflationary. In 
fact, no less a person than John White said in 1972 or 1973 that 
this iS a great source of funds and they probably wouldn't be 
spending the money if they didn't have such easy access to the $9 
biinono WOntario Whadmrta,eiche |. fund: so it was being very 
inflationary. 


Coming from Sudbury, you should be very interested in 
inflation. I am just wondering why you would feel that the private 
sector could not handle the funds better than the public sector. 


Mre\ Gordon.’ - PFurstetobp? ablyoutol aviswer Jihe shersitso part “en 
your statement, that is your view and it is true, we do have 
inflation#s? but’ we*cshaveOuinfbationy abdl@around the Yworld<onSosreéo 
suggest we have inflation because the government of Ontario 
launched capital programs and program services involved for people 
with moneys that were available I think just isn't realistic. 


Coming from Sudbury, yes, I think as long as thosSe mines are 
going and the smelter workers have jobS and we are producing 
things, I don't think we are going to cry any crocodile tears. 


In a sense you are misrepresenting me because, as I pointed 
out, I thought somewhere in between there would probably be an 
answer for the money going into the private sector and going in to 
the government sector. I think there can be a meeting place 
somewhere in between. But there are minds much finer than mine 
that will come up with that particular approach and that 
particular answer. 
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MDs. pp set DOaeyownmiean’ somes “o£ Sthe Inew Sfundse*wauld abe 
going into the private sector and some of the new funds would be 
going into the public sector? 


Mr. Gordon: Quite possibly, depending upon how this 
System iS set up and what changes are made to CPP, because I think 
it is clear the federal government is looking at this whole 
question of pensions. They are going to be coming out with new 
proposals, and they are going to be discussing these things with 
the provinces, I am sure; they have to. Out of this I think you 
might be quite surprised at the kind of pension plan that develops. 


I sincerely think this committee has a real opportunity in 
Pts approach <andaianeaitsdcrepontuyito perhaps “influence thes kind cof 
thinking that goes on within the provincial government with regard 
to possible future negotiations with the federal people. 


THAD 1 sxe iwhyrivorealLhy *"Lelb itt iwasiemy, -obligation..to)’ come 
forward because, to answer the criticism of the chairman for 
having me appear, I think it is the duty of an MPP to express his 
views. Sometimes they might differ slighly from the party line, 
but at the same time I think you have to represent your 
constituents as best you can. I don't think you should be somebody 
who has a mind that has locked step with partisan rhetoric. That 
is why I am here, and I am enjoying it. 


O<50 aumi 


Mr. Epp: Why do you feel so strongly that the 
governments could not come to some kind of accommodation with 
_ respect to--I appreciate your portability and universality 

principles because I think they are very important. If we are 
going to expand some kind of pension plan in Ontario I think it 
will have to have these very important ingredients in it. 


But there are eight Progressive Conservative governments in 
provinces across the country and a Social Credit government in BC 
where the Conservatives are sending organizers to help them win 
the next election. Also there is the QPP in Quebec, which is 
somewhat Separate from the CPP. I would have thought’ the 
Opportunities for universality would have been just glorious in 
its moderation. 


Experience would indicate there would be great unanimity 
among the provinces, yet you are telling me something that I find 
shocking--that all nine provinces would not be able to sit down 
and in five minutes agree on all these things. 


Mr. Gordon: That iS an interesting point of view. If you 
read \\ethe qepaperss mover _ethey ‘past. year »yousscan ~see,. there» .are 
difficulties when it comes to provinces seeing eye to eye. 


Mr JONBppEan Quite wiserd oMslyyavyow adonijtapthink. they, «could 
work something out if we had an expansion of the PURS program? 


| Mr. Gordon: I think it should be a federal response with 
| close consultation with the provinces, taking into consideration 
the views of the provinces and coming up with something that is 
mB truly of benefit for all Canadians. 
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Mr. Gordon: I think CPP is the preferable way to go. 


Mr. Cousens: Mr. Chairman, my question of Mr. Gordon has 
to do with where the money will come from. Where will the money 
come from to provide security for people in retirement? From 
reading your report, a company has to give some reward to its 
employees, and this would not only be large companies like Inco 
you referred to but also the corner store owner. So to what extent 
should a corporation or a proprietor have responsibility for 
contributing towards the retirement fund of his employee? 


Second, to what extent should the employee himself be 
responsible for accumulating a certain amount of funding for that 
security you talk about? 


Third, to what extent should the government, federal or 
provincial, take part in it? 


I would like to get an insight into your own philosophy on 
those points. 


Mr’. ™<eGordorn: Figstieaiciaqsail lips -wheneswe balkil maboucepe ithe 
employer, I think we have to recognize that the answer is within 
the means that are available to that employer. They have to have 
sufficient means. That would have to be one of the criteria. 


The employee naturally has an obligation to look to the 
future as well and to make an adequate contribution. But I think 
the government, being the chief arbitrator in all of these things, 
has to see--I guess this is the way it has been in this country 
for some time, and it is necessary too--that those of us who have 
more have an obligation to help and to take care of those who have 
not been as fortunate. So I think that is where the government 
looks at both the business or industry and the employee as well. 


Mri. . \MackenziessShirst. Off ‘Mr a..Gordons;y tte dossanetsrobyjectiese 
all to your making a presentation and I find that useful. I hope 
it is a feeling that is shared by more of your colleagues. I have 
never been known for any tact though. I guess I have _ some 
agreement with the position that Mr. Peterson has taken. Your 
colleague referred to "his guts and intelligence" for taking this 
kind of a position. I would be inclined to reserve judgement on 
that. 


Guts and intelligence mean nothing if it is a political 
Statement and we can all do the posturing. It is certainly not a 
position we have heard from most of the people in your caucus. 
Unless I am surprised, and it would be a pleasant surprise, the 
guts and intelligence will only be seen when we get down to some 
hard recommendations that deal with the future of pensions and 
whether or not somebody is towing the party line. But you know my 
position, which I have heard so often on issues. So I think the 
verdict¢4as not in4zen that- 


But that is not really what I want to dwell on. The other 
thing that worried me a bit about your brief--although I certainly 
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am supportive of the tenor of it--is that I am not sure you are 
coming to “grips” with the financing. This is certainly’ a bugaboo 
that our party gets nailed with on almost every social issue that 
comes up. 


When you talk about where the money would come from--some 
have suggested increased contributions from workers--I think we 
should’ also look at the ‘other side of the coin. To be’ kind to you, 
I took that aS an acceptance, the fact there would be increased 
contributions from workers, but you sure as blazes have walked the 
fence on it. Somebody could read it either way in terms of that 
statement. 


I would like to be sure you understand clearly, as we do, 
that if we are going to increase benefits and increase the 
coverage of the CPP the people are going to have to pay for it. We 
happen to think it is going to cost money--maybe not quite as much 
aS some people think--and that it is going to be phased in over a 
fair period of time. I think what has to be understood by people 
and companies iS just how we can phase in the doggone increases 
and when they start, and it probably should be very shortly. 


When you do look at the other side of the coin--the only 
thing I see on page 1l is an upgraded CPP financed by an excess 
profits tax. If you will forgive me, I have great reservations 
about that. I think the straight percentage that both parties bear 
makes a hell of a lot more sense than trying to go into excess 
profits. My experience has been that it is not too hard to fool 
around with excess profits. 


We found it particularly during the so-called price and 
wage controls and the branch plant economies where one hell of a 
lot of the costs were transferred because of the kind of shipping 
and materials arrangements that were made. We have done some work 
on that in the steelworkers' union, and I am sure even Mr. Hickey 
can tell you a little bit about that. Profits sure as hell were 
camouflaged during that period of time and I am not sure that we 
would gain a hell of a lot by trying to finance it with an excess 
BEOLICS &tax’ 


I think we are going to have to bite the bullet and say, 
"Hey, iit iso goinga to, cost, this much, .more, to; .companies: and.this 
much more to individuals if we are going to do certain things with 
the CPP." If I had seen that a little clearer I would have liked 
your brief a little more. 


I am just wondering if you clearly understand that we are 
going to have to increase payments on behalf of ordinary people in 
Ehis fcountry.Also' sit ymay sbe that ay .darect. approach rather: .than 
trying to ‘rely on ‘an-excess profits tax may be the only way we .are 
going to get the other half of that component out of the companies. 


Mri. ~iGoLoonse ysl ywould | 7uSeesSay,tOnyoues thateyou donot- get. a 
foat of bread. aiitbhoutibpavingsettomeitzs the yoniv,,other  wway. 1S: to 
steal it. You have to pay for that loaf of bread, so that is clear. 


Mr. DiMacWenzies Thatirisiga kittie, clearervs thany could;,be 
taken out of your specific paper. I just wondered how you were 
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going to do the financing when I looked at the two ideas. 


Mr. Chairman: -You _are «getting closer. .-You are breaking 
bread now together. 


Mr. McClellan: Lenoibksic i better! :thenisiitheas «sudgestiionanof 
Phippingiia ‘comity 


Mr. Mackenzie: I haven't yet come up with a better 
approach than confrontation, Whether I like it or not, that is 
going’ 6n “tom this Wdayssitivisnotherthistony viofiimthes itradey union 
movement. I know even in the Stelco talks, one of the things the 
company won't entertain, period, iS any more worker say or control 
in the pension plans. To date, I see absolutely no indication of 
any move on it. 


Do you agree with the workers having a little more say? You 
refer to the Inco situation and the fact that the company controls 
the pension plan. Do you agree with the workers having a little 
more say both in the control and management of their own pension 
plans? I am referring now to the private sector, obviously. 


Mr. Gordon:**"To- "be frank= with™ you; * Ido. Se thinkt@terst (or 
all that people are making a contribution of their own money. Of 
course, in the case of Inco they are not, but they are in another 
sense because-- 


Mr. Mackenzie: Well, they are. It is deferred wages. 


Mr. Gordon: Let me finish. In a sense they are, through 
deferred wages, through negotiations and through the work and the 
profitsicthat? aneisgoing: ¢onem<So Gimucthinkethatauinnithe sinterestsipot 
social harmony, harmony within the work place, of finding better 
ways to resolve some of the problems that come about within the 
environment of the work place we must have more consultation. We 
cannot stand still in this province. 


We can't stand still anywhere in the world. We are always 
faced with one constant in life and that is change. We must adapt 
and we must find better ways. That is part of being a human being. 
I think that is the thing that makes us what we are and has given 
us the kind of world we have today. Some people might not like 
everything they see in the world today, but we have it. That is 
the way I see it. 


Aes Wage Wee | ee 


Mr. Chairman: Thank you very  ~much, Mr. Gordon. I 
appreciate your appearing before us and giving us the benefit of 
your views. 


Mis Gordon: Thank you very much, Mr. Chairman. I 
certainly enjoyed it and I am sure this committee will come out 
with some very interesting statements regarding this. 


Mr. Chairman: The next presentation is by William Mercer 
Limited. we have Mr. Juneja, president; Mr. Ronald Walker, 
executive vice-president; and Mr. Lawrence Coward, a director. 
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Now that you have taken your rightful places before the 
microphones, I will turn your presentation over to you. For the 
benefit of the committee members the submission is exhibit 56. 


Mr. Juneja: Mr. Chairman, we are making this 
presentation on behalf of William M. Mercer Limited, a firm of 
compensation and applied benefit consultants. It has been in 
existence for 36 years, has offices in Ottawa, Canada, and has 
between 3,500 and 4,000 clients. We thought we would make some 
recommendations which were made to you through that letter of 
August 14. 


I will summarize the recommendations quickly and they are as 
follows: 


1. We believe that all retired senior Canadians should have 
their incomes made up to a minimum standard, not less than the 
publicly-accepted poverty line. 


2. We recommend the approval by Ontario of amendments to the 
Canada pension plan to raise the YMPE more rapidly to the average 
industrial wage and increase the dropout years for those who leave 
the work force to look after young children. Apart from these 
amendments, we are opposed to any further expansion of the Canada 
pension plan. 


3. We see no merit in Ontario unilaterally legislating a 
system of mandatory minimum private pension plans such as PURS. 


4. The private pension system iS providing reasonable 
benefits to a large segment of the population and should be 
encouraged. Also Ontario should make very effort to reach 
agreement with other governments so that pension legislation will 
be uniform across Canada. 


5. We Support a substantial improvement in the conditions 
for preserving pensions for our mobile workers. 


64 s Web ssupporntoctheraiproposation;fthatsetheminormal form of 
pensions should be one that continues to the spouse in 50 per cent 
of the original amount. 


7. We believe that future pension income should be regarded 
aS a source of Support in the event of divorce or separation, but 
that the courts and not the employer should be responsible for 
deciding who is a spouse and how the pension should be divided. 


8. We do not favour legislation imposing a particular scale 
of benefit increases after retirement on private pension plans. 
The government of Ontario should adopt, and insist that the 
federal government adopt, policies which would limit government 
induced inflation and remove the constraints on prefunding future 
benefit adjustments whether explicitly committed or not. 


9. We do not believe that mandatory retirement should be 
prohibited by law. 


These are our recommendations in brief and I will be happy 
to answer any questions. 
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Mr. McClellan: On point number five, one of the more 
encouraging aspects of this set of committee hearings for myself 
and my colleagues has been the obvious consensus that we can move 
substantially towards shortening the vesting period. I suppose the 
only thing the committee has to do is decide what is the shortest 
period of vesting we can achieve on a consensus basis. 


You said two years or five years and you don't make any 
distinction. Would you argue the industry can afford two-year 
vesting and, if so, immediately or on a phased-in basis? 


Mr. Coward: It, siS. smVyIe belies industry ¢) couldnscaftord 
vesting after two years and that there would not be substantial 
opposition to such a step. The position industry takes generally 
is that they must remain competitive with other companies in a 
Similar business. A company does not want to get out of line and 
introduce vesting after two years ahead of its competitors because 
that gives a competitor an advantage. 


Mr. Peterson: Let us say the committee recommends 
two-year vesting. What would be the phase-in period for that 
proposition: Five years, two years, 10 years? 


Mr’. ~ Coward: -it\,really™ «depends; ~whetherr’ it), wstieto spe 
retroactive and whether you vest benefits already accumulated or 
whether you do what Ontario has done in the past, which is to be 
very sensitive about retroactivity and say that two-year vesting 
will apply to benefits accrued from now on. 


If you do not make it retroactive to benefits already 
earned, I see no reason why it. should) not ber brought ein 
immediately. If you are going to cover benefits already earned, 
which would be all the benefits for those with less than 10 years 
of service, then you do need a few years of interim period. 


Mr. Peterson: What iS reasonable in that context, Mr. 
Coward? 


Mr. Coward: I should think five years would be adequate. 


Mr. McClellans: Do you. have any idea what .the- cost *might 
be, in payroll terms, of two-year vesting? 


Mr. <Coward: I” *have #no-*frgqures ‘I+ cantigtve? youlMat Sthe 
moment. There have been a number of studies made of the cost of 
introducing vesting at different stages. There are some in the 
federal task force report. There were some estimates made by the 
Ontario portable pension committee way back when the Pension 
Benefits Act was first being considered and I don't see that they 
are too invalid today. 


Mr. McClellan: The other area I had expected to ‘question 
you on, but you don t cover hey, is the question of 
indexation--have I missed something? 


Mr. Cowarden Ttemeeights 


Mr. McClellan: I guess I was reading or something while 
you were going through that. At any rate, I understand Mercer has 
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done considerable work on excess interest method of indexation, is 
that correct? / 


Mz. «suunesacewWe Whave. pidonetaquiteouarydit erof p work) «for 
different clients, basically such. 


MreoonPetersons: eihisryisurprisesi¥ mes 1s, thought tMreapseCoward 
was in favour of that vesting approach. 


ere) fereis 


Mr. Coward: Yes, I am in favour of indexing uSing excess 
mitenest anybut-ecthatierissyiiot é¢inecessarily lebeingbbi ner -favoureoio£ 
legislation to require all employers to do it. On a previous 
occasion when I gave evidence I explained that the group I was 
speaking for was opposed and Mercer was opposed. 


The point we made with emphasis is that we see the excess 
interest approach as being the only workable way of doing it from 
Our viewpoint. There are still difficulties with that approach. 
One difficulty, of course, is to define your rate of interest. If 
you have a fund that is entirely invested in equities you have 
quite a problem. 


Mr. Peterson: What iS a reasonable number, two or Six 
per cent or somewhere in between? 


Mi moune jasigonemhor titheysaproblems «(when youspesitar ti grabking 
about excess interest is that the plans right now are funded on 
the basis of different rates of interest, quite often between five 
and six. But the numbers could vary over a larger range. People 
have been talking of numbers which have no relevance to the rate 
of interest on which the plans are funded. 


If you are talking of any number other than the rate of 
interest on which the plan is funded, then you are talking of 
immediate cost to the employer. If you are asking what is a 
reasonable number, you could come up with any reasonable number 
providéeds itVustidone *inSsuchta wayléthabywno* additional “cost /cis 
imposed on the present plans. 


One way would be, for example, to Say--Suppose we are 
picking up a number like four. Some people have said that is a 
reasonable number. 


Mr. Peterson: We have heard everything from two to six 
in this committee. 


Mr. Juneja: From two to six, yes. 


Let uS say a number like four per cent was picked. One thing 
which would have to be done is to allow the current benefits to be 
reduced at retirement so that then excess interest over four per 
cent could be used. Benefits are funded on a six per cent 
interest. Then if the excess interest over four per cent has to be 
allowed, the plan does not have it because they have already taken 
SLeddthalor waneiwnterestiipates of PSixesiper yicentiiffor «<fanding that 
benefit. 
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Mr. McClellan: TnitAceElect., it is kind of a random 
approach. 


Mr. R. Walker: Not necessarily. In that respect, I think 
our feeling about the excess interest approach is similar to our 
feeling . about,...the ..continuation, ,of...survivor, ;benefLits | darcer 
retirement. 


If a plan is being, funded, if the basic.plan design, 1s, as 
many plans are, that the pension is provided to the pensioner on a 
certain basis, then, if the pensioner is to have part of that 
pension continued to the spouse, there would be an adjustment to 
allow for the additional value of the spouse benefit. 


In the same respect we are saying, if the plan value has 
been determined between the employer and the members on the basis 
of a six per cent interest rate, then, if excess over a smaller 
number like four per cent is to be allowed, then it makes 
appropriate sense for the benefit to be reduced. 


Mr. Peterson: The starting base benefit. 


Mr. Ry Walker: The Starting base benefit would be 
reduced so it could accelerate at that higher rate. The problem 
with the words “excess interest" is always the question of, excess 
over what? It has to be the excess over something. 


Many employers will argue, and I think quite rightly, that 
in the last few years, because of inflation, their basic starting 
benefit at retirement is higher than it would need to be in a 
noninflationary environment to enable the pensioner to do 
something about looking after himself in his retirement. 


If the pension is to be protected at a higher level by 
having excess interest over a number such as four per cent, it 
makes some sense to roll back the starting base benefit to allow 
for the higher escalation. 


Mr. Peterson: My personal feeling on this one iS--Sorry 
Mr.’ McClellan, but I think this tSiefanjnextsemely -~importane 
point--in my opinion, this whole question, because [I think, 
because as I understand this committee, but certainly speaking for 
myself at least, I am drifting along the line that we need some 
sort o£ legislation inthis area. 


I realize how complicated and how technical it is and how we 
could screw up a lot of things if we are not careful. I am not 
particularly happy at leaving this question to the beneficence of 
an employer, so you have to help us out to make sure we do not do 
something stupid. 


What I want to prevent is the kind of situation where an 
employer gets a windfall benefit from inflation and just gets the 
contribution. I do not know how you would draft that legislation. 
tI really do not. It is ‘a tricky pieces* “but sat Deastiitheeexcess 
interest is earnings-related. We are not going to bankrupt anybody 
with that. We might just force--there are two arguments. You might 
get a better return .on..the fund jand,.sen. the other, handijeses 
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might--some people argue you are going to turn the fund where it 
is more conservative if you bring in that kind of legislation. 


Mr. R. Walker: With respect, the government of Ontario 
has another option. There is a compromise between doing nothing 
and leaving it to the beneficence of the employer, and imposing 
legislation on those employers who have plans. One of the problems 
of imposing indexing on employers who have plans is it does 
nothing about the employers who do not have plans. 


There is another alternative. One of the principal concerns 
in private enterprise is indexing benefits to an external index 
without any fiscal control over where the money is going to come 
from to do that. One of the problems industry has is there are 
many public sector plans which have indexed to conSumer price 
index or some other indexed benefits. 


One of the things the government of Ontario can do is to 
remove that fear from the private sector employer that the 
imposition is likely to be similar to the public service plan by 
converting the public service plan to excess interest, and then 
Watchector temployers;;GoOLLowing suit... lic they edo .nott follow, suity 
then consider legislation at a later date. So there could be some 
steps taken by the government, within its own order as an 
employer, to adopt the more fiscally responsible-- 


Mr. Peterson: The publc Service came in here the other 
day and, aS I recall the testimony, said they would be prepared, 
if they get the upside benefit of excess interest, to take the 
downside benefit and get rid of the eight per cent. 


Am I repeating their position properly? I think I am. Is 
that your recollection? 


Mr. Gillies: Yes, I believe that is right. 
Mr. Peterson: Yes, that was an interesting thing. 


Mr. R. Walker: What I am suggesting is there is a middle 

road between doing nothing and imposing legislation right off the 

» bat, “which is >to. establish, the system.for. the..public sector 

| employees in relationship with the Ontario government as_ an 

employer. That, I feel personally, would remove some of the fears 

the private sector employer has about indexed benefits, because 

many private employers can see ways of achieving excess 
interest--a real rate of return. 


Mr. Peterson: If you remove that fron yy; thesvapubiic 
service, obviously you would have to legislate. You are just 
talking about the moral example of removing that from the--it is 
so powerful and so compelling that they would-- 


Mr. R. Walker: What I am suggesting-- 
Mr. Mackenzie: You have a quid pro quo deal-- 


Mr. Peterson: I may be crazy but I. do not--I amsnot sure 
| I agree with your-- 


| 
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Mr. Gillies: *There Tare) “strlPovall 0 itheeqtederate public 
servants we could not touch. 


Mr .- “Juneja's-~ Our ~ “suggestion *would® “rpelude S@tne « srederat 
government too, but here we are making the suggestion in relation 
to Ontario. That is what has put the employers in a very defensive 
mood--some sort of imposition of indexing and adding the cost. 


Mr. Peterson: You are telling me there is so much 
paranoia about the richness of the benefits of the public sector-- 


Mr'y  Junejas"Yes. 


Mr. Peterson: --that they would automatically improve 
their own if we were to sell it to them that-- 


Mr. Juneja: Yes. 


Mr R. Walker: That Pavlovian reaction to the word 
"indexing"-- 


Mr. Peterson: I do not know if I agree with that. 


Mr. Juneyar-o “The’’*-whove A problem’ eis==-that'. thes7Ppunere 
servants have done certain things to protect themselves against 
inflation first. That has created that sort of paranoia. 


Mr. McClellan: This was very helpful. I am not sure--the 
Pavlovian response of Canadian buSinessmen continues to intrigue 
me with ‘respect **to "thrs assue."* Ts “it’*a resultPore*the Kindoe 
Citizens' Coalition propaganda that has been running for the last 
three or four years focused on federal pensions? 


11:20 atm. 


Mr. R. Walker: Who knows how many features contribute to 
that kind of environment? 


Mrs. -McClelian 2 -“Buts* youvtare™® seriously tistating A thas” *thatr 
kind of emotional response to the code word "indexation" within 
the private sector is so strong--I am putting words in nobody in 
particular's mouth--that it outweighs the possibility or seems to 
preclude the possibility of a rational analysis of what the actual 
state of public sector employee plans are in the province of 
Ontario. 


Mr. Coward: We think that is not true. We hear that many 
employers will not index their files; they only catalogue them. 


Mr’. McC€tellans: You’ ’réalize,2+efs*"courseys that 7UphS wetliwere 
to accept that level of irrationality, we would have to be looking 
even more-- 


Mr. “Rs ‘Walker: Pavlovian) -reacticns’* do not have>+t6+obe 
irrational; they are just automatic. 


Mr.» McClellan:’=*Surev © They” are’ “stprarationa.;— they ™*are 
reflex responses. They need to be dealt with, with respect, 
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legislatively, rather than through the powers of persuasion, 
unless you can win the approval of (inaudible) 


MregakalvalWercwo thes, wtact tof. stheyrmatter “Eis tythat mit. you 
look at the recent experience, many employer clients have provided 
benefit increases to their pensioners. The principal concern of 
private sector employers is that that be done within affordable 
Coste eslhiesiconcerngyovets CPi=linkedy andexing§tiss that. it..is so 
unpredictable that the risk of the cost escalation is not 
acceptable to a private employer; so that when we hear of the 
question of indexing, the interpretation of that word is indexing 
to something like the CPI index. 


The single word has now got an extended meaning, and the 
reaction is to the extended meaning, not to the word itself. Very 
many private employers are very concerned that their pensioners do 
have some benefit increases to offset the erosive effects of 
tnfilatwon. 


The problem arises around the now extended meaning of the 
word "indexing." Indexing in the pension business has effectively 
changed its meaning. TR does not mean providing any 
Supplementation to pensioners. It means indexing benefits to the 
CPI in the same way that public sector plans are indexed. And we 
are concerned’ thattewes cannottiisugfer »the..risk sof*cthe* cost 
variability involved in that kind of plan. 


MrimiMecieltiansenthatuers ghelpfulisn,Wrth «respect, | tfrL. ican 
venture an opinion, I doubt very much if the proposition that we 
make an experiment with, in a sense, a mandatory excess earnings 
approach to indexation in the public sector, while leaving the 
private: Sector tefreemetorsmenitor,. itisandy respond ras. ‘it feels 
eppLopriate,seiseca Waoble~political .action. .l,.do.not think,it is. 
tte ds awtotaily (inaudible); rguess,.at.-this.. point.in time. .Any 
government would have trouble with that proposition with its own 
employees. 


Mr SewunejasieThemother pointy wesare, making asp sthaty pif «at 
were being done through legislation, then it should be through 
reallocation of resources rather than adding cost. Right now what 
has happened is, the way the plans have developed, more probably 
has been allocated to active lives and less to pensioners; so the 
legislation should look at the reallocation of those resources 
rather than imposing an additional burden on the plan. 


Mr. McClellan: Does that impact at all on vesting costs? 


Mr OcuCoOwards Scbethinks iutiamusteimpact. on: ivesting peosts, «and 
I think that there is a strong argument that any kind of indexing 
or increases provided for retired life should be extended to the 
vested deferred pensions, if only because the period from the time 
the amount of pension is determined to when it is being received 
is even longer in the case of the deferred pensions. 


Mr. McClellan: ButseasyOUe pate p stidlwirsticking FyEbyns your 
recommendation? I just want to understand how recommendation five 
relates with recommendation eight. You are saying we can afford 
two-year vesting if extra excess interest indexation is done on a 
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voluntary basis; is that a fair way of saying what you said? 


Mr. Juneja: We still primarily like co -find "solutions, 
The solutions. *to “be. found» are’ an’> the’ contextsot wthe. tpresent 
resources being reallocated rather than additional moneys being 
found. 


Mr. R. Walker: We can allow the employee, as he retires, 
to make the choice: Do you want to take the higher pension which 
doesn't increase or the lower pension which does? 


Mr. Coward: Could I make one last comment on this? At 
the national pension conference there was almost unanimous 
agreement that earlier vesting was desirable and practical and 
should be done. There was almost unanimous disagreement that we 
should have legislation on indexing. I conducted workshops on 
this. I found nobody who was really supporting indexing private 
pensions. Even in the labour movement the attitude was: "Why 
bother? We are going for an increase in the Canada pension plan." 


Since your job is the art of the practical, I am saying that 
there is strong, almost universal support for earlier vesting and 
there 1S not support, at least not among the people that I talked 
to, for indexing by law. 


Mr. Mackenzie: I hear what you are saying, but my 
difficulty with it ls that whale the vesting iS “one, obvious 
improvement that all of us see and that there appears to be some 
Support for, nevertheless, other than the benevolence of the 
current employers or plans, the value of the earlier vesting is to 
a large extent lost without some form of indexing. I think this 
committee is going to have to come up with some form of indexing 
as well; it is pretty obvious. I see you are negating one, by 
Saying yes, we can go for the earlier vesting, but, two, no we 
won't touch indexing. 


Mr. Coward: I have always advocated that the employer 
should not make a distinction in matters of indexing between the 
pensions that are being paid and the deferred pensions. I still 
think we have a pretty satisfactory situation where nearly all 
major employers are increasing pensions after retirement. I think 
Studies show-- 


Mr. Mackenzie: They themselves recognize the necessity 
of some form of-- 


Mr. Coward: You can say that it iS pure benevolence, but 
I think there is also pressure on the employees' side and in some 
cases these matters are discussed in negotiations. 


Mr. Mackenzie: It's called self-preservation by some 
people. 


Mr. R.. Walker: In..the case,,of»the, employees ,n2b. think mie 
isn’t “Self-preservation; it Sis /°preservation4§Loflomvour iM former 
colleagues. If they were interested in self-preservation, they 
would be increasing their own benefits, not their pensioners’. 
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Mr. Juneja: There is recognition of the need to preserve 
the purchasing power of the pension. To some extent that is being 
ponies) . see that “being more the motive for doing it. It is the 
compulsion which people are against, rather than the principle. 


Mr. Mackenzie: We have asked this before, DLE, BeiW cu 
experience have you had of employers using excess interest to 
reduce their costs rather than to increase benefits? 


Mr. R. Walker: In the studies that we have done there is 
ae cuear .indicationsethat «up «to..date..thes.rate)»,o£» increase ..in 
employer contributions to pension plans has been higher than the 
rate of inflation; so that the benefit from the higher rate of 
return on new investment has gone, not to reduce employer 
contributions, at least up to date. 


There are three possible places that the benefit has gone. 
First of all, it has gone to improve benefits. Many plans, as we 
have said, have improved benefits, and they have been using the 
increased rate of return on their new assets to pay for that. The 
other area in the benefit side is that that increased rate of 
return will have gone to improve the benefits of active members so 
that they start off with a higher pension. 


The other source is that some of that will have been used to 
offset the effect on existing assets of recent inflation, because 
the value of existing assets has fallen in plans that had 
substantial funds with recent inflation. The effect of inflation 
On a pension fund iS not automatically to increase the rate of 
return on the assetS; it increases the rate of return on new 
funds, but it may well depress the market value of the existing 
assets. There is some cost to a pension fund itself in new 
Piovat1LOn + 
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Mr. Peterson: As I understand ~your remarks, the 
unarticulated major premise is that we, as a society, should not 
put. any more pinto, .retarement»acbenefits, atu» ENTS” spoint -p,as +a 
percentage of GNP. 


i. +- gust! wank, -tosapproach)si t .Eromathat..point of ov lewmfor, a 
moment. Am I right in saying that is where you are coming from? 


Mr. R. Walker: I would think so. What we are saying is 
that we should not legislate an increase. 


Mr. Juneja: The whole process of determination of 
compensation is collective bargaining; here we are imposing an 
additional cost on the employers through this process, which is in 
conflict with so many other processes. 


Mr. Peterson: We are also in a position to impose an 
additional cost to the employees if we so desire. In a sense it's 
society's cost, and you hear the whole argument about saving now 
for present consumption versus future security. 


Is it your view in macroeconomic terms--maybe this is not a 
fair question--that we are contributing as much as we should be to 
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future income security ‘as a) nation *now? ‘TD: sort »ofs;gleaned that 
from what you meant. 


Mr. Junejat~ Tiis')»is our spoineeone.s We.dare dsaying'pleseqtar 
as the minimum poverty line is concerned, that is where society 
should accept the cost of bringing the benefits up to that. Once 
it comes above that, and we are talking about the adequacy of 
benefits in relation to the total income a person had before 
retirement, that is something that should be done on a voluntary 
basis rather than having the government imposing the additional 
cost on the individuals or the employers to have the benefits 
after retirement, a proper relationship with earnings before 
retirement. 


Mr. Peterson: You don't like the paternalistic view of 
us Saying that you must save now in order to live better later, 
that we should not get involved in that. 


Mri! Junejaty Up tow therrminimum sdevelpauyes;eubuts over sche 
minimum-- 


Mr ort Peterson: But “your wanteitomitnundar that liutl voilvcuncendg 
revenue. Your point number one is to do that through Gains or GIS. 
Are we on the same wavelength here? 


Mr. R. Walker: Yes. 


Mr. Peterson: What is the standard that you would like 
to see? In your judgement, what is the standard we should be 
operating on for Gains or GIS? What do you think the minimum 
should be? The minimum now, I believe, is $466 a month for a 
Single pensioner. 


Mr. Coward: Originally we were thinking of the 
Statistics Canada poverty line; we had some discussions as to 
whether that was quite high enough-- 

Mr. Williams: The minimum is $479. 

Mr. Peterson: I thought it was $466. 

Mr. Coward: --and decided not to hang our hats on the 
Statistics Canada poverty line, but to say there should be an 
acceptable minimum level which, in my view, should be a little 
higher than the Statistics Canada line. 


Mr. (‘Peterson so.Youscdom’t Wave ta specific tigure.eune mind, 
Mr. Coward? 


Mx. ‘Coward No. 


Mr. Chairman: I wasS going to ask Mr. McClellan if he had 
finished his questions. 


Mr. McClellan: Yes. 


Mr. Peterson: Your point number’ three, this coverage 
question, “that* ~is”" really ~a~-very°"ditticule + question! €or. the 
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committee. AS I know you are aware, that is really the guts of the 
whole issue. 


MouUsed Onc tl tke PURSs n you "don't Like. <-(inaudible)veCaniyou 
enlighten this committee at all on your perception of the 
percentage of coverage, how big a problem we have or how big the 
coverage question is? 


What we end up talking about, from your perspective, is the 
plans that are existing--the ones that you manage and do work 
On-—andin mos tucotertien: Mftnctroning ’ fairly “wells Most /*of-8 us Otatte 
getting the impression that we don't want to meddle with those and 
make them worse. 


You point out the downside of going for a PURS program 
because you might bring people down to a minimum standard rather 
than letting the free market determine these things. There are 
exceptions, but in a general sense they are not working too badly 
for those that exist. Apart from that problem, help us to-- 


Mower. Walkers. Vr 2thinkes1t “comes “to tbe’ "a ‘question of? what 
is society's responsibility in this area. The problem I think we 
have is dealing with the public perception that because we have an 
elderly poor problem in Canada, which we have, that somehow or 
other the private pension system has failed society. In fact, 
there are some features that have been raised which point out that 
in some areas the public perception of the private pension system 
having failed may have some rationale. Whether it is fair or 
unfair is a secondary debate, but there is at least some rationale 
ror it. 


The problem I have is that there is no way a wage-related 
system like the private pension system--even like the Canada 
pension plan--can solve the elderly poor problem of Canada. There 
is a huge-- 


Mr. Peterson: The present problem. 


Mr. R. Walker: The long-term problem. There are two 
problems that I see. First of all, we have a present elderly poor 
problem and we have a long-term pension problem, but the fact of 
the matter is that the elderly poor problem is not a temporary 
problem, it is a permanent problem. 


There are segments of our society which cannot be covered by 
a wage-related pension system. A wage-related pension system is 
never going to solve the problems of the elderly poor. There are 
always going to be disabled people who are unable to earn wages. 
There are going to be housewives--house-spouses if you like--who 
are unable to earn wages because they are depending on someone 
else's wages. There are transient workers who just don't have a 
record of regular wages that lends itself to be dealt with on a 
basis. 


There are whole chunks of the population, the farm workers, 
domestics and so on, who get a large part of their income not from 
cash wages, but from housing and food and accommodation and so on. 
That segment of the population is never going to be covered by a 
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wage-related pension system. So you cannot look to an expanded 
CPP, the existing CPP, an expanded private system, a mandatory 
system, to solve the permanent problem of elderly poor. That has 
tober done» (ditsuiiteris ate) be" donemby nsocket ygathroughs ,4aa4cocrak 
program such as-- 


Mr. Peterson: ¥OuU sepick up some of those with a 
mandatory-- 


Mr...iwRs Walkers ew OUp_ es Cahn -Reduce,  sthen.sDEODLEM, aa. bDUC i savou 
cannot, ebiminate: .it.jel. thinks the.-impontant »pointe1S hthates3t sss 
never going to be eliminated; all you are going to do is reduce 
it. If society needs to eliminate the problem, it has to look to 
some other way. 


Once that problem is eliminated, then it becomes a decision 
for the individual, if he is self-employed, the individual in a 
small company with his individual employer, the individual as a 
member of a large group, to decide how much he is prepared to take 
out of current consumption to defer for future conSumption as a 
retiree, how long should he have to work to make up the moneys. 
That is a personal decision of how much I want to spend now and 
how much. “Lo eWaht » COw Save.) Ole. Laten..b Tia tunkSme ot Lee ly wero 
personal-political problem. 


Mr. Peterson: Unless we stick our nose into that very 
question. 


Mio ReneWalker<. That .iSs.right. .wihat. sSonanotneren question 
of impoSing an acceptable level of saving on groups of society, 
but it. 1S no0t..going to, besall of -society. sBheebasic, pointy isethac 
there is no wage system, even an expanded CPP, which is going to 
solve the problem of the elderly poor. It will reduce the problem, 
but it will never solve the problem. 


Mri. Peterson: cn your judgement, given your 
premises--and you make some interesting points--how much of the 
problem could we solve with a compulsory system, be it private or 
public? Are we always going to have a 10 per cent problem on your 
thesis or a 15 per cent problem? 


11:40 p.m. 


Mr. R. Walker: I don't think we have an idea of what the 
percentage would be because we don't have statistics for a lot of 
those people. We don't know, for example, how much of the existing 
poverty problem for elderly Canadians is poverty of survivors of 
people who were in pensions, problems of people who had pensions 
available but elected not to join when a plan was optional, 
poverty among people who were never employed or never worked in 
any regular employment, poverty among people who were supported in 
means other than cash wages. 


The other problem we have is that society is changing. A lot 
of the present elderly poor are female, partly because they live 
longer than males; in spite of the commission's determination to 
have unisex tables, it still has not altered the fact that women 
do live longer than men. Probably some component of that will be 
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the surviving widows of male breadwinners in the old male 
chauvinist environment in which they grew up. But part of that 
problem is being solved in today's society with more women in the 
work force, more women earning pensions in their own right. The 
problem of the female elderly poor is going to reduce simply 
because of the employment structure we now have. 


The problem this committee has to wrestle with is the time 
line. Any changes you make today in pensions are not going to 
mature for some years. A change in vesting iS not going to affect 
the benefit payments that are actually made from pensions for some 
time. They have to wait for these people to leave their 
employment, become vested earlier and then retire into all these 
benefits. So, there is a necessarily long time line in the pension 
business between making a decision and seeing that decision have 
some effect. 


Mr. Peterson: Unless you expanded CPP. Right? 


Mr. R. Walker: It depends how it iS expanded. It has to 
be expanded. retroactively to have an immediate effect. 


Mr. Peterson: One, question, I forgot -to ask. you, «and, you 
may have a figure or you may not. To bring Gains/GIS into line to 
a reasonable standard, whatever that is, if we recommend that to 
the Treasurer of this province and to the finance minister in 
Ottawa, in your opinion how much additional expenditure from the 
public purse would that require immediately? 


Do you have a figure on that? Obviously it is a question of 
what number you choose, Mr. Coward. I understand that. 


Mr. Coward: Yes. (Inaudible). 


Mr. Peterson: In what range of additional current 
expenditure are we talking about? Do you know? 


Mra” (COWanGe. NO7~ IevGO.not. I have gotiWarsivagueisideam as to 
what we spend on GIS and-- 


Mr. -Peterson:,..What »}.do welgspends.on, «GIS. ta@:uyearr? Dos, you 
Know? 


Mr. Coward. TWORbT1A1 on j)a9 year, oasSeit? 


Mr. Peterson? ?-Fwo 2 belliomr ontUGIS.7sAnd :freraseyabout six 
BilLiioneon s;OAS walS eit note 


Mow Coward: lo think e1ters-$60.2 Of $6.3>-biLbion. 


Mr. Peterson: Something like that--okay. What does Gains 
cost uS a year? Do you know offhand? 


Just one other question. You were involved in a couple of 
double negatives on point nine. "We do not believe that mandatory 
retirement should be prohibited by law." In other words, you like 
65. I assume that is what that means. 


ga 
Mr. R. Walker: No. 


Mr. Coward: No, not at all. We just do not think we need 
legislation on this subject. 


Mr. Re Walker: Why interfere with the bargaining 
process? A lot of bargaining units-- 


Mr. Peterson: Sir, what does that sentence mean? Just 
read that to me. 


Mr. R. Walker: It means we think mandatory retirement 
should be permitted. 


Mr. Peterson: Is there not a law now that savs 65? 

Mr. R. Walker: You cannot-- 

Mr. Coward: An employer may retire his employees at 60, 
as happens in, say, police and in some other groups, or at 70. The 
employer can say, "This is the retirement age for my employees." 


The proposal is-- 


Mr. Peterson: Can any employer say retire a guy at 55 
today because that is what he wants to do? Is that the law? 


Mo. »GOWAEGtauNO.f«AStelOng aS» 1t,941S,. uniformly. applied Geo 
all employees, it has to be a-- 


MrisuePeterson: \Is) that. tins, the» Employment). Standards Act? 
Does anybody--what is it? 


Mr. pdunega so fAnjvemphoyer) mayg choose la-gnettnenent pagel efor 
all his employees. What we are saying is that no changes should be 
made in the present legislation which would prohibit mandatory 
retirement. 

Mr. Peterson: Why? 


Mr. R. Walker: Because it iS something the employer and 
his employee should be able to agree on. 


Mr. Chairman: I think the Public Service Act (inaudible) 
legislation mandates retirement at 65 (inaudible). 


Mr. Peterson: What about the private sector, John? 

Mr.) Chairman: prtthink thatenseiopen: 

Mr. Coward: That waS opened up and provision was made 
that public servants could stay beyond the retirement age under 


certain conditions. 


Mye o iChairmane ispectalye dispensation... “But. Favidomit think 
that is applicable to the private sector. 


MrnuxPeterson: You) wouldaslike.,.tolesee, Dlexlbelity ain ecna 
system. 
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Mr. Juneja: Flexibility should be retained. Every person 
zoom iave “thes regite eto. “continue: to*’®an= "age “which “rs ~*rot 
mandated--any age. 


Mr. Peterson: IS your opinion based on experience say in 
the United States or Quebec now that they are about to introduce, 
as I understand, age 70? What is the matter with that? 


Mr. Coward: I think one thing is that the employers may 
have to take a much tougher stand against employees who are felt 
to be losing their usefulness. Right now, an inefficient employee 
is often carried on a few years because he will soon be 65 and 
then he is out. But if the only reason an employee could be forced 
out is because of inefficiency many employers will impose stronger 
tests -andsi= think! “quite "rightly. They “cannot? carry’ “inefficient 
people indefinitely. 


the ~“end=" effect, ‘apart ““trom’© a™~ -lot™ more: S administrative 
expense, a lot more grievances and a lot more strife, may well be 
that the employees will on average have to go earlier rather than 
Pater. 


Mr. Williams: You said you have one more question 10 
Minutes ago and you have led in with three or four others. I think 
there are three or more other people who want to ask questions and 
we Still have another delegation to hear from. I think in fairness 
to all the parties, let us divide the time a little more equally. 


Mr. Peterson: I am in the chairman's hands. 

MG. PWaitliams:: fy -think-Syvoue*said twice, “you had ~one more 
question and you gave two more questions which led to three or 
four others. 


Mr. Chairman: Maybe be could move along. 


Mr. Peterson: Are there any more argumentS on that 
point? Is that the only argument? 


Mres Juneja: ~The -Semployers: ate *¥present®” do continue’ some 
employees on a voluntary basis, but that is by mutual agreement 
rather than because of any legal requirement. 


Mr. Coward: Incidentally, some of the unions are opposed 
to any more on this subject. 


Mr. R. Walker: The other argument is that it interferes 
with the collective bargaining process. 


Mr. Peterson: We don't have collective bargaining 
everywhere, that is the problem. 


Mr. Chairman: Mr. Cousens. 
Mr S'eousense ©. concur Wich AMr. “Willrams. -r° think” 1£° one 


person iS going to monopolize one series of questions that is of 
interest particularly to himself, then we should rotate the 
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questions around so that each person can have an opportunity. I 
share your concept, John. 


Mr. ChairmansOnesthat point; may .1@ Just) porncte"ouC™ cia 
have not cut off any member regardless of political party. If you 
have a series of questions then we will entertain those questions 
until you are completed. That has been our method of operation in 
the past and I presume to carry on that way. I would ask though 
that members be mindful of the other persons who wish to ask 
questions and also be mindful that there are other delegations 
here as well. 


Mr. Cousens: I really appreciated the presentation you 
have made. I would like it if you could briefly expand on number 
two--the reasons you are opposed to further expansion of the 
Canada pension plan. Could you outline the top three or four? 


Moen pweoward- If.cyou wish. The first reason Ss an 
expansion of the Canada pension plan does not help those who are 
most in need. The real people we are concerned with are those who 
have little or no earned income and do not benefit from it. 


The second reason is that it gives the biggest subsidies to 
those with the biggest incomes. I should be heartily in favour of 
doubling the Canada pension plan and so should all the people who 
earn more than $15,000 a year. But that is not good. 


1 3 SiOes etait, 


The next point is that the ultimate contributions are going 
to be fairly high in any event. By the way we have been seeing 
that if the Canada pension plan is doubled the contributions would 
be 15, to» l/s per tcent.. Ie-saw 4  lettenefinomPMriresaldwingrins tne 
newSpaper this week which said that is not high in comparison with 
other countries. He forgets that we also pay for old age security 
and GIS and Gains. So the 17 per cent if not comparable with the 
figures from other countries. 


The idea of increasing the Canada pension plan either means 
your do) not.-fund:sit, <cgnawhich «case,.wesagetmsto Utheses quite high 
Gontributio0n tates buts bt ayoustundeit . then, the -erze—ot=tihre fund 
is just monstrous and ridiculous. I think there are very strong 
arguments that should not be done. 


Finally, the increase in the Canada pension plan would 
disrupt private plans quite considerably. We support the increase 
in the YMPE, we Support the dropout years, a modest increase would 
perhaps be tolerable, but the kind of increases in the Canada 
pension plan that are being discussed I think will be a very 
serious mistake. It does not go to the people who should be your 
chief concern. 


Mr. Juneja: We feel the problem is that of the elderly 
poor and somehow there is confusion in the minds of the people. 
The problem is in one place and the solution is being found 
somewhere else. So the Canada pension plan expansion would not 
solve that problem.” It as‘ the. particular reéesponsibibityn of4 the 
individual--forced saving from him and giving that to the 
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government. We feel that, if anything, that will remove’ the 
incentive to work. A number of things have been done in the past 
which have tended to take away the incentive to be more 
productive. We don't think the country can afford to do more which 
would reduce the incentive the work. 


Mr. Wailliamss: Il wouldnklike: tovcecome back»sato svyour:. item 
three, if I could, with a different concern than was discussed 
earlier. You make the statement that you see no merit in Ontario 
unilaterally legislating a system of mandatory minimum private 
pension plans such as PURS. You give a couple of reasons but your 
final conclusion as to why you take that position seems to be 
wrapped up in the comment that the system of mandatory plans is 
quite impractical in a federation with a mobile work force, except 
in the unlikely event that all provinces adopt the same plan at 
the same time. 


Of course, that has given the committee a great deal of 
concern as well. I think it is understood if Ontario implemented a 
plan, it certainly wouldn't be as effective if the other provinces 
weren't in. But I don't think we as a committee have really 
addressed just how serious the problem is if Ontario goes it alone 
as far as the extent on a percentage basis that it would impede 
the mobility situation. 


For instance, let us really look at some of the statistics 
we do know, which I don't think really have been touched on, and 
try to piece this together. Say none of the other provices did go 
and Ontario did. First of all a third of the population of Canada 
is right here in our own province. Second, Quebec has its own plan 
in any event. Third, during the hearings with regard to the amount 
OG mobiirrty6 nobody .hasiereally,iicomes out’ .withie®a statistic «that °r 
have heard of which indicates what percentage of that mobility is 
interprovince, rather than intraprovince. 


There has been a unique Situation just in the past year or 
two of a considerable amount of movement to western Canada, 
Habvicularty kexlbervta=smore ‘'so-r*than’’ rn?sprevious-* history (1° But 
outside of that period, which may be on a short-term historical 
Situation based = on the given circumstances of the day, 
traditionally that movement tends to be into Ontario rather than 
out, aS far as mobility of the work force is concerned. 


WhatlT amoitnying Pomget a handieisom,-sandni don'ts thinkicyou 
have really addressed it, is just how serious is the problem and 
how’ “greatly ) wolsld:- “the #%Ontario’ “planv’obeneimpaired £2if . it <4was 
introduced and the other provinces did not implement a Similar 
plan. Obviously there would be some impairment, but I am just 
wondering whether it is as great as we have all assumed in this 
committee. Nobody appearing before the committee has really 
analysed this thing that carefully that I am aware of. 


Mr. Coward: I would suggest it would be very serious 
indeed. The employees in the other provinces would not have any of 
the problems solved that you are discussing and the demand for an 
increase in the Canada pension plan or other similar action would 
exist. You cannot solve half of the problems in one part of the 
country and leave the others high and dry. 
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As for ethesactual mobilitypel woulda io tescninrnotche  errecr 
would be overpowering there, although it would be inconvenient to 
have these different records kept. The chance of provincial 
agreement is very small indeed. After all, we have been trying 
Since 1965 to get agreement on the Pension Benefits Acts and, if 
anything, we are now diverging. That would be serious. 


I pointed out on a previous occasion the practical effect is 
that Ontario would subsidize other provinces. The amount Ontario 
citizens receive through Gains would be reduced when PURS came in, 
but Ontario would still have to help pay for other provinces 
through general taxation. 


The advantage to the Ontario individuals also is very small. 
Those who are most in need are getting GIS and Gains. If they 
receive small benefits from PURS, it is simply cut back on the 
benefits they are already receiving. This system will not help 
employees who are in the lower earnings categories. It will simply 
change their pensions from GIS and Gains to PURS to a large 
extent. For these reasons we feel this is simply not a workable 
arrangement unless it could be done nationally. 


Mr /oWidldtansceoeJust.-coming;.back then stogsethie. sbottomensl ine 
of my question, do you have any statistical information that 
indicated what the degree of that mobility was out of province as 
compared to in-province? 


Mr. Coward: No, we don't have any information. 


Mo. skstaeWalkersg, Peadcon't ithinkalimigretionucstatisticsmvare 
maintained in a Suitable form. 


Mr. Williams: StatsCan does not-- 


Mr weRi geWalkerso Nope nota tinterprovineralidy oilfheagtroubbe gis 
that a lot of the mobility is in some sense multiple. There are 
all sorts of people who have transferred out of the province for 
two or three years and come back again, and it is very hard in the 
Migration statistics that are published to deal with a long-term 
projection of an accumulation program like PURS. 


On» anothers snissue;( edusthink, the eelasterisentence: vine reheat 
paragraph was not intended to sum up the paragraph; it was a 
throwaway at the end effectively. 


Mr. Williams: I thought it was sort of your strike three 
out of the three you had introduced on why that unilateral system 
shouldsinot be: 4introduceds))I thought giywasuensnather,, sionifticant 
one that I don't think the committee has really addressed itself 
to-- 


Mrw Re SWatker® Iethink Vters, puT 1c 


Mr. Williams: (Inaudible) how serious Chat mobilaty 
factor was. 


Mr. Peterson: Lyethink , TRIGA: » has. ¢egatossomée! (ofl of those 
numbers, 
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Me. 2wWibliams )awedontt know | that we have discussed them 
here in the committee. 


Mr.orPeterson: I don't think. swe! have; but) I» think. maybe 
we have to ask TEIGA for them. 


Mr. Williams: I think we should because maybe the 
seriousness of the mobility factor has been really exaggerated, I 
don't know. 


The other point that you make--I recognize the business of 
the pension would in cases reduce benefits from GIS and Gains, and 
that is certainly something that would have to be addressed. I 
will just wind up here because I know there is another delegation 
coming and there may be another question. 


12 noon 


You suggest, the way point four is written, that there is a 
probability that uniformity can be developed in the regulatory 
process. While you did highlight the fact it has taken some years 
to get movement in that area, nevertheless you seem to conclude it 
is achievable. I am just wondering why that can't be achievable as 
far-- 


Mp. cJuneyascitvissdesirable. 


Mr. Williams: It 1S most desirable, no question about 
it. It was made clear to us from day one in this committee that we 
have to have uniformity in whatever regulations we have in the 
pension field in the different provinces. But you seem to think “it 
is something that is achievable whereas, under point three, the 
success of an Ontario plan without the other provinces is 
virtually impossible, if not impractical. I am just wondering why 
in one case you say that it can be achieved-- 


Mr. R. Walker: The uniformity we are suggesting is in 
Supervisory legislation. 


Mr. Williams: Yes, I realize that. 


Mey RaonWdalkersicl twoulde thinkoGthat tsiiaicletlweasier sthan 
enabling legislation to accumulate large amounts of money under a 
provincially sponsored PURS. 


Mr. Williams: I recognize that. One iS a much greater 
hurdle than the other. 


Mr Juneyas*'Iin? thatriteid we started lé%yedars back’. 


Mr. Williams: Other witnesses have been before us_ and 
suggested that, if Ontario did move in this direction, certainly 
the other provinces are waiting to see which way we are going to 
go and they could well follow suit if they develop a provincial 
plan. It might not be something that is going to be dealt with in 
isolation by Ontario to the exclusion of all the other provinces 
that have already turned their backs to this concept. 
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That has been suggested in some quarters, but that evidence 
has not come to this committee; in fact, to the contrary, for some 
sectors that we have had. Other provinces could well get on the 
bandwagon if we went that route. 


Mre, MGowadrdiel “think*you sieed vallwprovinces-*to get on the 
bandwagon before you have a viable system. 


Mr. Williams: Yes, ultimately you would want them all, 
no question about it, to make it the best system possible to 
achieve at a provincial level, universality in a national sense. 


Mrgietr. sWabkersvaenWes (ncouldsAmotalrevema getiiszalis of ste 
provinces to agree on CPP, so why would we get all 10 of them to 
agree on a supplement to the CPP, to the existing system? 


Mr.» \'Mackénzie:**2-Y just®- have: one= currfosity*++reallyage in 
recommendation one you seem to accept that the level needs to be 
raised in terms of an individual single pensioner. Then, in six, 
aneis-right <n thinking lthene Sis rasbiti toftsaiiconliict ¢ heresies 
Support the proposition that the normal form of pension should be 
one that continues to the spouse in 50 per cent of the original 
amount? It seems to me that-- 


Mr. Coward: In number one, we are talking about social 
security; in number Six we are talking about the private plan. 


Mr. Mackenzie: But is it not the same principle, that 
one needS more money than the two halves of a couple which has 
bééen “pretty. <strongly sibrought: forward) topfaus:/inj-some-+ort athe 
presentations here? You are saying in terms of the plan that they 
should get only 50 per cent of it. 


Mrs SoCowand: EZ tcerttarniy.s,sagreen thatertrom,.,the--rsocial 
security point of view the single person should get more than 50 
per cent of a married couple. With the other one, 50 per cent, 60 
per cent and 66 2/3 per cent have been bandied around. 


We think that, for legislation, 50 per cent should be the 
Mandated amount. There would be nothing to prevent an employer 
from going to 60 per cent if he wished. I think legislation should 
leave some flexibility. You do get unusual circumstances where the 
Spouse is better off than the husband even if she is not earning 
and so forth. I think we are talking about two quite different 
classes. 


Mr. Mackenzie: I am not sure that the same principle is 
not totally involved here. 


Mr. Juneja: The other reason for six was that we were 
again talking of using current resources, if this was the normal 
form of pension under those pension plans where right now the 
normal form of pension is a different one in the reduction, so the 
amount of reduction would be at least 50 per cent. That was one 
reason again in relation to the resources which are already there. 


Mr. Ra Walker: There is nothing to prevent the 
individual electing an option with a higher continuation. 
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Mr. Juneja: The plan should allow 60 or 100. 


Mr. Mackenzie: We may decide to do better also, so the 
legislation minimum becomes the minimum in all (inaudible) cases 
also. I would have thought that you were a little more specific-- 


Mriswunejass Oneg Of, thes problems,;,we, have..seen..is ..that 
these options have been there--50 and 60 and 100 per cent to the 
Survivor, but the costing has been poor. That is why we have 
individuals who did not pick up the right option. We are in favour 
of the normal form. 


Mr. Chairman: Thank you very much, gentlemen. The 
discussion has been most helpful, I am sure, to the committee in 
the tasks with which it has to grapple. We appreciate your taking 
your time to come before us this morning. 


The next person appearing iS Mr. Edward Archer. Your brief 
is exhibit 90. Mr. Archer, we are in your hands now. We had hoped 
you might have got on a little bit earlier, but do not feel rushed 
because of the time. You carry on and make whatever presentation 
you wish. I may say that we all have copies of your submission. 


Mr Wea CNS FILSt, 141 tshouldLikepetoaisaycwwnatc.y 1. .da0. and 
why I am here today; what I have done in the past. 


Pore, they,,dastyo25. syearsiod  jhave.s'worked . with .wealthy 
entrepreneurs of the medium class from Ottawa to Chatham to 
Thunder Bay and Toronto., The reason I bring this. up is that, to 
pay pensions, you have to have capital. These are the people who 
baethate aylot -of capital.in.the.country. 


While working for them they asked me, as part of their 
financial advising, to initiate pension plans or improve pension 
plans, so I got involved in the implementation of pension plans. 
At the same time the tax reform, when it took place, CCH Canadian 
Limited put out a series on the tax reform. I had written books on 
estate taxes and SuccesSion duties which had seemed to sell pretty 
well, so they asked me to write a book on the problems of pension 
plans “after &@tax reform,ssThaats ist ewhen ,-l teallysagot.,.into «the 
nitty-gritty of the thing apart from these small cases. 


On the other hand, having done this and having had a 
tremendouS amount of luck on the implementation of passing 
businesses down to children, I got involved with larger pension 
plans on the periphery, and so on, in the last few years. 


I got very fed up because the federal government, which does 
so much work under the Income Tax Act in shaping pensions, never 
came out with any of their briefs, as far as I know, to remedy the 
Situation. 


When this committee was set up--at least not the committee, 
but when the pension commission was set up--there were literally 
hundreds of people in Ontario who were so pleased that somebody 
waS starting to do something about pensions. They have already 
waited over three years very patiently to see what was happening. 





40 


Most of them knew that pensions were a provincial thing 
under the British North America Act. Then they were more surprised 
when this pension commission came up with ideas which to them 
looked very practical. 


For 15 or 20 years they talked about the problems of vesting 
and the transferring of the funds from one plan to another, a fair 
allocation of company contributions. It all gets back to vesting, 
that you have to have immediate vesting; if you have immediate 
vesting, you solve all those problems. 


The commission came up with a report on how to do it, to 
start it right off the bat. I would be tremendously pleased to see 
it implemented. 


12:10 p.m. 


With all due respect, I feel like David and Goliath, because 
the people who were ahead of me said it would take years and years 
to lave this “plan™”bear any -frait. “But*- ‘chink’ Se“ would bears sreare 
within a few weeks, because we have to get more savings in this 
country and we have to have more investments. The implementation 
Or” PURS* 1S* Going "to start that and activate it; so iG would have 
an effect on the economy right away. 


I think there are a couple of ways this PURS system could be 
improved. One is, the small businessman has a peculiar problem of 
saving that I went into in my report. Vesting is the thing. 


The other thing is that young people just hate to join 
pension plans. If you gave them the opportunity to take out the 
money they have accumulated up to 30 and buy a house, it would 
make a lot of them happier. In other words, if you make the people 
under age 30 happy to join PURS and you make the small businessman 
happy ~- to’ "yornt-” POURS; *“you*"are “Half way there 9Sbo e*havingiare 
successful. I leave it like that because of time. 


Mr. Williams: Mr. Archer, in reading through your brief 
there™are™ a*couple of questions = would) ?liike Stoe raise” that tyou 
have not touched on in your oral presentation. 


First of all, one of the key points that you saw which you 
did mention in your oral presentation was what we see aS a very 
positive impact on the economy if this were set up as far as 
generating capital within the private sector is concerned. 


One of the recommendations in the report that deals with 
this specifically is the fact that under the PURS system the 
generation of those funds cannot be permitted to take place 
outside of the country; they have to be invested in Canada 
exclusively. Whereas, under other arrangements today and subject 
to federal legislation, there is a limited amount of investment 
permitted outside the country; I think it is up to 10 per cent of 
a portfolio of institutions that might be handling the pension 
program for different multinationals. 


Do you feel "that ~“should”*beX very =mbch “apart ots *the 
recommendations, if they went to the PURS program, that the fund 
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should not permitted to be invested outside of the country? 


Mr. Archer: In the short-term view we need capital here, 
but in the long-term view we are going to be exporters; we are 
exporters of capital anyway, because we import other capital. I 
would say that it should be allowed. 


Mr. Williams: You do? 
Mr. Archer: It may be limited to 10 per cent. 


Moe iWiittrams< SYouvi edo Minot agreesi with sithate particular 
recommendation in the report? 


Mrs Archer: No. 


Mr. Williams: Another exception you take to the PURS 
recommendations, while supporting the proposal in principle, is 
Chatusvyouijwsay; =’ The ) proposed Lopting-out! provision .fer?® PURS: yor 
employment pension plans, if kept, will surely introduce almost 
unsolvable administrative control problems" and, therefore, "this 
provision should be deleted." 


Twas “wondering. @ifis you: could» perhaps. clarify .for othe 
committee what administrative problems you see that would make it 
an unworkable situation. In doing that, I note that further on in 
your brief you suggest that the administration costs of the 
program could be less and the program could be more effective 
because of the technology that has been developed. I thought that 
perhaps they were a little contradictory in the views that you 
took. 


In one place you felt that the administrative control of the 
opting-out provision would be so great as to make it impractical, 
while in the other case the processing of the program could be 
accommodated and facilitated and made more efficient, as I took 
it, from page six, because of the improvements in technology and-- 


Mee OsArcherm: Of thank? Woy can mshowGSnmwhéres they edo snot 
eontisgettatvalls 


A defined contribution plan says the benefits depend on the 
amount accumulated. In a money-purchase plan, when you put in the 
money you really do not know what you are going to have .at 
retirement; you are going to have a pile of assets. So if somebody 
over here haS a money-purchasSe plan, and somebody over here has a 
money-purchase plan, nobody knows who is going to have the best. 


The commission has suggested that the Ontario benefits 
commission would sort of test each plan and say, "If you have as 
good benefits, then you can opt out." But there iS no way, in a 
money-purchase plan, of showing that you have as good benefits as 
the other opportunities people have. 


Under PURS, they are giving the opportunity to put your 
money through all these different financial intermediaries, and 
nobody can show that a company pension plan is as good, or could 
be better, so they cannot say when they have got a good one. 


42 


If it were a defined benefit plan and the company were 
Saying, "This is what we give: At retirement you get 70 per cent 
of your last three years' salary, and it is going to be indexed," 
you can compare that with another plan outside, which says, "We 
are going to give so much, because you have got it." But with this 
one, you cannot define. 


Mr. Williams: The defined contribution plans are more 
eaSily identified as to actual cost and benefits, are they not, 
than the designed benefit plans? 


Mr. Archer: With the designed benefit plans, you know 
exactly what you are getting. On a money-purchase plan, you do not 
know what you are going to get at the end. 


Mr. Williams: Some of the other witnesses we have _ had 
before us have indicated that the present provision in the 
recommendations for opting out are not broad enough, because of 
many of the variables that you see there that just are not 
recognized; and I think a fair amount of refinement would have to 
be (-dones1ans1that .camea uatoldgiveicoractical: 4 epplicationaltourechan 
principle. But I do not see it as being insurmountable, as you may. 


Mr. Archers .ifesyou, doaudo aty whatprhaveincyou egained? In 
other words, there are many employer pension plans now; and under 
this legislation you are giving the right to have opting out for 
the employees who, under the province of Ontario, should be able 
to join PURS. 


Now it just does not sit right that, just because I work for 
a. fellow,;).he. decides, I..am not. going, to..be..in. PURS«..1£ you fane 
going to have them opt out, you should let the employee opt back 
into PURS himself. But it should not be-- 


Mr. Williams: It is taken on the ‘assumption that~ the 
opted-out plan would be as good as, or better than-- 


Mr... Archerse. This “ispawhbat Ip Savyesibut evouycannot, detine 
that "as good as;" and even if you could, who can maintain that 
their plan is better than the bank's plan or the insurance 
company's plan? 


Mr. Williams: I think there are some difficulties there. 
I just have one more question-- 


MriscAncher yoCoutm Lboasjust looseannztO-eher,Secend part?+sOn 
the technological thing, this has really just happened in the last 
year or two. The banks have developed these computer systems, and 
developed these tremendous factories to do computer work, so that 
they can give you instant service; you can go to the bank and find 
out the cash you have in a Vancouver branch bank and everything 
else. This has completely changed the ability of the possible 
success of PURS, and that is why I am so hepped on this point. 


12:20 p.m. 


Mr. Williams: Just one last question, if I might, before 
you go on to others. 
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On pages seven and eight, you really touch on two proposals 
with regard to the PURS program on what you see aS ways of 
improving upon it. One, you touch on the area of some tax credit 
arrangement being arranged, instead of a tax write-off; if that 
type of principle were considered, it might create a greater 
interest in the younger population in Supporting the PURS concept. 
I am just wondering if you want to develop on that. 


The  OtRer* point "was, coming back? again to “the opting out, >on 
page eight you said, "The commission proposes, in its final 
Suggestion in regard to PURS, that employers be allowed to opt out 
of PURS if they provide for their employees in the plan 
money-tax-purchase benefits equal to those provided under PURS." 
We just touched on that one really; you have already answered that 
one. So perhaps you could respond to that last point about the tax 
credit arrangement, rather than a tax write-off. 


Mr. SATCHers’™ 7] “really "threw ‘“that\="“int4 assSoesiase™ thing 
because, under the Income Tax Act of Canada, we subsidize pensions 
so people have pensions, and we subsidize them by being able to 
wo rcCesyOur CONCT tputi ony Olt. 


People who are making large incomes really find it easy to 
contribute to RRSPS and pensions because they save so much income 
cax. Eis vous Took? tat tall VOLS Seiie’ Ssh Gur essVOn “SRRSPSiperat wise the 
wealthier people who have put the money in. But why not give the 
fellow, the small businessman who is putting all of his money into 
the business, or the small farmer--he is not paying income tax; so 
he does not get any tax deferment on that money, except on the 
accumulation of interest; and the same with the fellow who never 
gets out of the small income tax bracket. 


In tax law, there has been quite a tendency to switch from 
giving? tax’ credits "so" that -itoils notwegressive Insyour taxation: 
Phis-1s-whatel felt ‘shouid bejclooked satw innitimes? Iti Isisagverny 
Minor part of the thing, but it is important because the majority 
of the people are not going to save much on deferment of income 
tax, especially for the first few years. 


Mr. Williams: It's an interesting paper. Thank you. 
Mr. Chairman: Further questions? 


Mr. Peterson: L>?’am™- 8 quite’ fascinatedisoby téyoursevpoint 
about--I have never heard this before. AS I understand it, it 
would be like a self-administered RRSP, but you just widen out the 
potential basket of investments for so-called entrepreneurial 
capital. 


As I understand it, you would allow that farmer to buy a new 
tractor with this PURS account. Right? Or you would allow a young 
person to buy a house, or a small businessman to buy some capital 
item for his business. 


Mr wArcner: Right. 


Mr.-i Peterson: I6 sees afibag nifull’,) of-<thateq tractors has 
depreciated and they can write that tractor off over five years, 
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or whatever; so, rather than having a $60,000 tractor, he has a 
written-off tractor with, let us say, a salvage value of $20,000 
after 10 years. What are you doing for his retirement income? 


Mr. Archer: First, he would buy the tractor himself and 
borrow the money from his PURS account. 


Mr. Peterson: Oh. That is how it works? 

Mr. Archer: Yes. 

Mr. Peterson: So he would have to pay himself interest? 
Mr. Archer: Yes. 

Mr. Peterson: Now, if he defaulted to himself-- 


Mr. Archer: If he did and went into bankruptcy, then his 
PURS would have had the course. 


Mr.irPetersonz:reb see. aie did anotes understand .ohnisis porn, 
You are saying-- 


MriouaWinsbiams's f vGbnaudible)y thatswis abe rnaskep Eactom.ad isso 
not Know whether it would be acceptable. 


Mr. Peterson: But you are saying only loans out. You are 
not saying only a debt out, no equity out? 


Mriv Archer: Right's 
Mr. Peterson: Okay. 


Mr. Archer: If PURS went under--let us say a fellow did 
go in and do this and went bankrupt; he has got the rest of his 
life to go back into PURS and work for somebody else. He might go 
bankrupt at the end of his life, but very few businessmen go 
bankrupt at the end; it is in the first 10 years or so. They may 
try again. But most people cannot afford to go bankrupt. 


My. peterson: You could £ind a guy putting Himseift into 
bankruptcy because he defaulted on his own PURS account: "I think 
I will do it to myself, ranked as a first creditor and run away 
with whatever I can find." 


Mr.csohArcher: icThisy@d wasmptom.generate.-nideas, aod-h pabt @ were 
employed to do this, you have to go into detail. Does that answer 
a est 


Mr ioEppzmWhycadid wayou casuggests this Ayn Sone ann kindividual 
would have a source of funds, because you didn't think it was 
right for him, for instance, to get 15 per cent on his investment 
in PURS or whatever, and pay 20 per cent over here to buy a new 
tractor? 


Mr. Archer: The facts of life are that people have 
different types of saving in this type of economy. If you are 
working for a big company and you save money, you save your money 
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and put it into investments. If you are a lawyer, you save your 
money and put it into mortgages and investments. But if you are a 
farmer, especially a farmer who is just starting out or a new 
businessman, you literally have to plough every cent back into 
expansion. This is the type of people I have been dealing with, 
with wives, children, everybody. Every bit of saving goes into new 
equipment. 


Mi Epp: Would you limit ie to farmers and 
businesspeople? 


Mr. Archer: Anybody who is in business for himself or 
can use it where he uses the durable himself. 


Mr. Williams: That would be the self-employed? 
Mr eArChers Jt it. isva fisherman. 


Moneeop.- Just iself-emploved; not» af) 1 gust “wanted, (to buy 
a new car? 


Mi ANCHE Ee NO, meno sr aust fOr, the? assets thativyou, use’ .3n 
a business activity. 


Mo seePetersone | You \jwould, allow <him * tow gives ‘himself. a 
preferential rate of interest? 


Mr wArcner¢ mel think there. would “have to” be’ a rule’ that 
there would be a regular rate of interest on it. 


Mr. Epp: What advantage would there be then? 
sation LP. 


Mr. Archer: Oh, if he puts money into PURS every year 
and he buys bonds with it, he cannot use the same money to buy a 
tractor. 


Mr. Peterson: A hell of an interesting idea. 


Mrmr cnene Ally Vou wares adoing, «1S > “adaptings sPURS. to. the 
actual facts of economic life; different people have different 


feCcOnomiCc asictiliatlons, Inv this. country.” lt 2S; a Spretty, ampor tant 


difference. 
Mr. Chairman: Further questions? 


Thank you very much, Mr. Archer. That was a very stimulating 
discussion. We appreciate you coming before us today. 


The committee recessed at 12:27 p.m. 























































; a A eae ue t ; 
: me « as a4; # ata POM) F on ad an = - ‘ 
4 q u wy sits r date, r SEER 25 ver 


cay 





a Be sf ae pase 
nf Joed Jado yasve- 

2W ot ite ttesh BESEp Qy ~- ine Logea. 

» a FES : a , , fy é vii « 8 < (Oc 3 pik cc atau 
rs > ial TI iS 46 how 

maine « ie ae sims t “ 

r . $ 7 . 


* 2 
“ se 


+ | * . | . i¢ wer _- 
Mis: AOton FART kA Gems Mlk odw cabodyndc Leaekdttns es 
ifsamis olds 5 awd eas eeu ad 2% dw | D4 
i 1 Ly 1 how = : 
i ; 4 ws » 
©» sa in " “ 4 £ 7 on 7 ery, a 
Vheyolqne-Iles ead? ed SLluow ted + nt 
{f he defaulted to Rimeekt 
eanxedela © el 93 23s 
. . oi. wen? ite banks 
Cte: z@ ton 1be voLcme ~I Lom. aot 
, 


. ae 
7 LC dad’ mot, us aerate 
ae 2 & @83 ot devt .on sou. 


yd. LV. 
risk 
§ = oe 


OEEO;;: Siw vot. :noaz9399 ‘a eis 
: 4 a. it eint pe 4 sian 


: . ‘ 3 whey Cans ae 
Bef VACHE: | 9aeds iwharad t : Mae 
Oo Ja@tesgnl do 926% asiupea ait a. 


i ? . - ofits a 
seis | OW @D6 toavbs. Jew 


ms 


{ 
S01 (atl o i] 
a J J 
’ ' * eo ot ma i ‘ a + . 4 
al Cid : YO a rg! f , “ft 7 Ah y i; - r. aa 
= 
i ‘ 
oes 3 052 


y $4 york for somel yorty. ‘east 
in Py Pe 2h 0 mn} 20 Lids “= & tempe pes a 
S. hoy oh 733 ¥Eeareeo s 

| SHHRD 2 Boece en < obtbarsomieel aM 
tnexetaib r etil atasnoss 30° s3082 Lfeo7 
' os os po oe 
Jéopaytsgeasd aldeoynpuasesgecttie $b i moter 


S 


etm 8 on B40 Own, PURE eocout -2entie: 
i -.4 is 4 4 i; at er editor: ne “on 
fanolseeup rads 10t saseaks 2M 


i 


-) 
i 


[BW  adsdQessertogé eae: stow (tees vc an 
fet govwdeked paigan ings. 99 
WPT! AC 

Meg VS:Sl 36 bezeszex e934, 

iid you, .#ugeest this? 

funds, be cause sou pagel | 
oh wie bu 
— “— 





bance, ko got LS per cent. 
“i pay 20 per cent ave 


a4 
aot in . 


_Aephert: Th aa of Aste cae 


b WyPes cf saving this-~w type of, 
fer a- big .conpaty = yor ar 


yr "ee - 7 So 








Government 
Publications 
PR-28 





SELECT COMMITTEE ON PENSIONS 


ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
| TUESDAY, SEPTEMBER 1, 1981 


4 Afternoon sitting 


fl | 
pgs LIBRARY 
g 





<* MARQ9 2 Yds 
™ 7) 40 2 Si 


7s se 
Baten re « a 3 
Cas 
oe i ol 
bg 





SELECT COMMITTEE ON PENSIONS 


CHAIRMAN: Taylor, J. A. (Prince Edward-Lennox PC) is ay 
VICE-CHAIRMAN: Williams, J. (Oriole PC) rae 
Brandt) Ai) Si. (Sarnza PC) st 
Cousens, Da (York Centre PC) 

Cuteatz, Swr Loon Durham Bas tvPc) 

Epp, H. A. (Waterloo North L) 

Gillies, P. A. (Brantford PC) 

Jones, T. (Mississauga North PC) 

Mackenzie, R. W. (Hamilton East NDP) 

McClellan, R. A. (Bellwoods NDP) 

Peterson, D. R. (London Centre L) 

Riddell, J. K. (Huron-Middlesex L) 


Clerk pro tem: Arnott, D. 
Consultant: Bentley, J. W. 
Researcher: Jennings, R. 


Witnesses: 
Pygiel, L. F., Actuarial Consultant, GBB Associates Limited 


From the Ford Motor Company of Canada Limited: 

Caron, P. E., Manager, Treasury Operations, Finance Office 

Carter, J. M., Manager, Personnel Services, Industrial Relations 
Office 

King, J. S., Manager, InSurance and Benefits, Finance Office 






































LEGISLATURE OF ONTARIO 
SELECT COMMITTEE ON PENSIONS 
Tuesday, September 1, 1981 
The committee resumed at 2:05 p.m. in room No. 15l. 


ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
(continued) 


Mr. Chairman: We have with us Ford of.Canada. Exhibit 92 
me "berore-us if’ you care’ to refer to it. 


Appearing before us are Mr. P. E. Caron, manager, treasury 
Operations, finance office; Mr. J. M. Carter, manager, personnel 
services, industrial relations office; Mr. J. S. King, manager, 
insurance and benefits, finance office; and Mr. L. F. Pygiel, FSA, 
FCIA, actuarial consultant, GBB Associates Limited. 


Gentlemen, if you would care to come to the microphones you 
can then tackle the subject in any way you like. As I mentioned, 
we have your brief. We appreciate your sending it to us in 
advance. You may want to use that as a basis for discussion and do 
some review and leave yourselves exposed for questions. 


Mr. Caron: Thank you, Mr. Chairman. We certainly 
appreciate the opportunity to be here today. I am Paul Caron. Mr. 
Carter is at the far end. Mr. King and Mr. Pygiel are to my right. 


Maybe before I begin I should draw attention to one little 
typographical mistake in our presentation. On page two we made a 
reference in the very bottom line to page 143 of volume two of the 
report of the royal commission. The reference to page 143 is not 
correct and it should be changed to read page 123. We apologize 
for this problem. 


Interjection. 


Mrs =-Garons = Somerningy likes that, or* 14fcouldnitl printemy 
thinking. I am not quite sure how it happened. 


Maybe I could just summarize, if that would be all right. 
Ford is very pleased to have this chance to present our views 
concerning regulation 212 of the Pension Benefits Act of Ontario. 
Although the royal commission into pensions didn't specifically 
Geal with this regulation in its recommendations, we believe the 
present regulation should be changed, and we think it should be 
changed effective with the 1981 calendar year. 


The change we are recommending is to provide sponsors--that 
is, the employers--the flexibility to utilize actuarial gains in 
the plan to offset either current service costS or past service 
COsts ‘or both; ‘obvrousty” ‘without reducing “the*“security!- of” the 
workers and pensioners' future benefits. 


Mr. Peterson: (Inaudible) 
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Mr. Caron: Werwill come. to that. on. page three. If you go 
to page three of our presentation we cite what it says now. 


Mr. Peterson: All right. (Inaudible) presentation here. 


Mr. Caron: On page three, regulation Ze presently 
reads, "Where the report of a person authorized by section 5"--and 
that is basically the actuary--"discloses a gain under the plan, 
the amount of the gain may be applied to reduce any future 
payments for current service or, subject to subsection 5, to 
reduce the outstanding balance of any initial unfunded liability 
Or experience deficiency." 


What we are proposing, what we would like to see, is a list 
of alternative ways in which a gain may be applied, expanded to 
also’ ‘permit! gains ..to, .\be paused to,.reduce the,» past service 
contribution requirement, which is also called special payments in 
the report. These are the payments that are necessary to amortize 
whatever the balance is of the unfunded liability amount. 


Z2e:LOnp sm. 


Mr. Peterson: We can see that actuarial gain legislated 
into an enforced index program of some type or other. 


Mr. Caronts That’ :isaxdlways’ oa “poSssibitity ,eOurespate CcuLcar 
pension plan is a negotiated plan. It is a defined benefit plan in 
which the company and the union reach a mutually satisfactory 
agreement on what the future benefits are going to be and the 
company is, from that point onwards, responsible to fund those 
benefits. 


Mr. Peterson: What about past service, present retirees? 


Mr. ‘Caron:) Inv Ours paricular. 'case Sthne. bargarninog wun vceeeor 
the unionized people iS very concerned for and aware of the 
problems of the people who have retired in recent years--as the 
company obviously sisi too. Vim tact, iwesstook a, looks:at what. thes 
happened in our plant over the last 10 years. 


Our plan for the unionized people in its essentials is 
fairly straightforward. When a person retires, his pension amount 
is a flat dollar amount per month multiplied times his years of 
service. 


Mr. Peterson: What is that flat dollar amount? 


Mr.2 Caron? \ Right “2now “ltes varounds ($i 7 sor S16 sre wold 
depend on their particular salary range when they retired. In 
fact, depending upon when the person retires during the current 
contract period, that amount will also vary; the later he retires, 
obviously the greater the starting amount is. 


We took a look at a typical retiree who retired in 1971. The 
flat benefit amount then was between $7 and $8. It has been 
upgraded from time to time due to negotiations between the company 
and the union. At the present time, for a person who retired in 
1971 at a flat rate of say $7.50 per year per month, that amount 
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has been upgraded to somewhere in the level of $13 or $14. 


Mr. Peterson: When you compare that with, say, the CPI 
Sr ties cOst, Of living “index over that 10-year period,- what 
percentage of that have you made up through your ad hoc gains? 


Mr. Caron: The ad hoc gains have represented somewhere 
around three quarters or so of the CPI increase. If we also look 
at the same period of time at our particular plans, investment 
gains or let's say gains under the plan in the context that we are 
talking about in our recommendation, they haven't been sufficient 
to meet that kind of an upgrading. I think they have fallen short 
by two or three percentage points. We did not calculate it out 
precisely, but it serves to illustrate the fact that investment 
gains may happen, they may not. You can't really be sure that is 
going to be a very satisfactory way to go. 





Mrejpe Charnoman:d Mri.3 iCaron,eididieyou swish / to; «proceed. further 
with your submission and then have us come back on that with 
questions? 


Mrs Car on -Ssure, i wouldsbethappy. toywdo. that. 


Mr. Chairman: Then we would hear everything you have to 
Say instead of anticipating maybe what you are going to Say. 








| Mr. Caron: We believe our proposal would have several 
| advantages. First, it would improve the consistency of the way 
: different pension plans are treated under the regulations. The 

current regulation allows gains to reduce the current service 
payments but not past service payments. This gives rise to 
inconsistent treatment in the following way. 


Let's assume a hypothetical case where there are two pension 
plans, each of which earns gains. Let's say the actuary reports 
that gains have been earned of--let's the pick the number--$5 
Million in a given year. Let's further assume that both of these 
plans have annual pension fund payment requirements again that are 
calculated by the actuary to be $10 million in this particular 
year, but one of the plan's costs happen to break down $5 million 
each for past service and current service. The other plan is 
- spread a different way: $8 million for past service and $2 million 
for current service. 





The sponsor of the first plan could use the $5-million gain 
that was discovered in his fund to offset the current service 
payment under the existing regulations. That would thereby reduce 
his cash funding outlay to the balance required, which is $5 
million. 


Thet: other: 1 olanumsponsoremcouldn toffset suthe «$2 prmillions+:of 
current service costs that are within his cost Structure, but he 
would not be able to use the balance of $3 million of that gain to 
directly offset $3 million of past service payments. That is not 
now allowed under the regulation. 


The $3 million of gains that is left over could be used to 
reduce, let us Say, the principal amount of the existing unfunded 
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liability. That would have a much lesser impact on his cash flow 
during that year. It would have an impact of say $300,000, to pick 
an average example. 


As a result, you can see in the little table at the bottom 
of plan four, both pension plans had an annual payment requirement 
totalling $10 million. This is on the little table at the bottom. 
Both »splans*erequireds@tonbpay> ‘inis $10: omiLbions, accordinga, Co athe 
actudries: calculattonxof icosts: 


Both plans disclosed a $5-million gain, we assume. Pension 
plan A is able to make up the payment requirement of $5 million of 
gain and $5 million of cash contribution. Pension plan B is not 
quite so flexible. The only difference really has been the split 
aS between current service and past service. Yet the required 
contribution from each sponsor is different according to the way 
the present regulations work out. We feel that, in so far as the 
gains were identical, the cash flow ramifications for each plan 
ought to be identical. 


There is another problem as well. Under some funding methods 
aS pointed out in the report of the royal commission, actuaries do 
not identify any unfunded liability, in which case all of the 
costs by definition are current service costs. Therefore, if you 
have a situation where there are two identical funds using 
different actuarial methods, one sponsor, the one with no reported 
unfunded liability, could offset potentially all of his required 
contribution in a given year if he achieved a large enough gain. 
But another plan that is using a different actuarial method could 
fully offset only the current service costs component of his total 
pension contribution requirement. 


Another reason we think the suggestion we are making would 
be beneficial is that it would provide a greater consistency with 
the way advance payments are treated. If you look at section 5(a) 
of the regulations, they in effect give a fund sponsor the 
flexibility to establish a reserve to go towards offsetting past 
Service payments in future years by in effect putting a voluntary 
extra payment into the plan. He could do this in a year, let us 
say, when the employer has surplus cash in his business or perhaps 
can contemplate that he may have a requirement for cash within the 
business in another two or three years but at present has more 
cash than is necessary for the business. It may well make sense 
for the employer to put the funds to their best use in such a 
case, which may be in the pension plan. The regulation 5(a) allows 
Him* to=dorthac< 


We think actuarial gains are similar to prepayments, because 
in both cases the fund has really achieved a growth of its assets 
beyond what the actuarial expectation would be. The sponsor has in 
effect wound up putting in more money than he really had to to 
meet what the actuary estimated should be put in. 


In the case of a prepayment the extra contribution was at 
the discretion of the sponsor and so is the timing when he 
eventually elects to use that prepayment in lieu of past service 
contributions. The regulation provides it should be used within 
three years; so there is some limitation. We feel an actuarial 








| 
| 
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gain should be treated Similarly to a voluntary prepayment. If 
that were done, the sponsor should have the flexibility to use 
gains to reduce past service payments. 


2:20 p.m. 


To the extent that the present regulation, because of its 
restriction against uSing gains to reduce the past’ service 
payments, in effect almost forces a sponsor to make what you could 
look at aS an involuntary prepayment, this has the effect, which 
we would guess iS unintended, of imposing a stricter funding 
requirement on a fund that has had a successful investment program 
compared to one that had a middling investment program and did not 
achieve gains in the plan. 


Lastly, the recommendation we are making would allow fund 
sponsors somewhat more flexibility to make more significant 
year-to-year changes in their cash contributions for past service 
costs, if and when gains were recognized, aS compared with the 
alternatives that are now available. To illustrate this, you could 
say thats fomoeach!e$lisamirtlion \ofde-gains.thathiarendisclosedieiny.a 
plan, past service contribution requirements for initial unfunded 
liabilities may be reduced by about $100,000 a year. That is the 
effect of writing it off over 15 years, which is the statutory 
period. 


Also, if there is a previous experience deficiency, this is 
required to be funded over five years. So if you reduce the 
principal amount of a previous experience deficiency by, say, the 
$1 million of gains, the past service contribution 
requirement--that is, the annual payment--would be reduced by 
about $250,000. 


The approach we are recommending would allow the $1 million 
of gain to be used aS a reserve to reduce cash contributions by an 
amount ranging from zero all the way to $1 million as an offset to 
both current and past Service costsS in any given year. 


This all presumes that the sponsor has met all of the other 
funding requirements that are required by the law. Given that the 
sponsor is already meeting these requirements, it seems to us a 
sponsor ought to be able to have the flexibility to use actuarial 
gains that are disclosed within the plan to offset not only his 
current service payment requirements, but also his past 
service--the amortization payment requirement. 


The end result of this is that the sponsor is in a somewhat 
improved position to manage his own cash flow requirements, to-put 
in more in years when the business is generating surplus funds and 
to make use of gains in other years when the internal cash 
management requirements seem to indicate that. 


That is basically a summary of our position, Mr. Chairman. 


Mr. Chairman: Thank you, Mr. Caron, for the very 
interesting points you have made. Mr. Cureatz has a question he 
wishes to pursue. 


Mr. Cureatz: Actually, it is a question of an in-house 
expert. Are there problems with this, or what does the commission 
say? Are you always fighting with them over this point? 


Mr.» Bentley: pWe cnevere fighthwiths | thempeiMr 2© Cubéatz; Giwe 
just turn them down. 


I suppose it is a matter of philosophy. Unfortunately, as 
you know, we run into philosophical approaches to various things. 
One of the concerns the commission has had historically is that 
when there is an unfunded liability we like to see bucks going in 
with respect to the unfunded liability. 


We have said historically if you have $1 million of unfunded 
liability and you have an experience gain, we will permit you to 
use the gain to offset current service costs or to reduce the 
balance of the unfunded liability, but we will not permit you to 
escape from the special payments. 


Tt-{is°’a? phidosophical approach: Tornguesssseandaevkordsshas 
consistently approached us on this matter and the commission has 
said, with respect to the special payments which relate to 
increases in benefits which are retroactive: "We want to see the 
bucks going in. We will permit you, if you have a $1-million 
unfunded diability andra surplus, ‘an actuarial* gain. of 9200 4465607; 
whatever it is, we will allow you to reduce that liability, but we 
won't permit you to escape the special payments for the balance of 
the period in which you were to amortize this unfunded liability." 


I guess it comes down to a philosophical approach. 


Mr. Mackenzie: Wells, can I ask a question on that 
point? Does that mean the block of unfunded liability that might 
be there could be paid off sooner than, say, the 15 years? 


Moe. (Bentleyu } Centainly.vael fedktheyavwant mito sivieresse nutie 
Special payments, this is entirely up to the company. The 
commission, though, has historically taken this position, and I 
think the position they have had to take has been based on a 
philosophy that prospectively-- 


Mr. Mackenzie: "You have been charged with a certain 
per-year requirement to pay, and you do not get out of that, even 
though you may use excess earnings to"-- 


Mire Bentleys: To reduce: the uniunded-- 


Mr. Mackenzie: (Inaudible) effect of paying ltivO I GE 
sooner. 


Mi Bentley: Thatars) mighty 
Interjections. 
Mr. Cureatz: I want to ask the representative--I cannot 


follow, I am sorry, the philosophical aspects. What is your 
response there? 
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It seemed to be getting a little technical, and I was having 
elteacuicy’s 


Mr. Caron: I am sorry. I guess it unavoidably does get a 
bit technical and, from a philosophical point of view, it appears 
to us that still requiring, let us say, the cash payment to go in 
for reducing the unfunded liability appears to have the impact of 
putting more net new money into the plan in the event that an 
actuarial gain occurs. 


The assets of the plan will, in fact, be greater, will they 
not, if, let us say, investment earnings exceed the amount-- 


Mr, *bentley: ~But’-the converse can *ttakets placesias swebh; 
and, Since these benefits have been granted for service that has 
already been given, it seems to us a different position than 
benefits that will come up prospectively for service that will be 
earned by employment in the future. It seems to us there is a 
philosophical difference. 


Mr. Caron: Yes, and we were sort of taking the different 
philosophical view that provided the fund in total was receiving 
the moneys that seemed to be required by the actuary that, on 
balance, the same results occurred. 


Mr. Mackenzie: That has the net effect of reducing your 
future payments required. 


MrerCaron: in’ thevyean,; yes. 


Mr. McClellan: The employer's cost then for past service 
liability would be reduced by being able to take it out of the 
Lund f “rn “asnutshell: 


Maw (Canons Yessecans abilityegeto, sopt.wof, earmark athe j gains, 
but only if gains exist. But we are only talking about a situation 
with a defined benefit type of plan, not one where savings 
accumulate. 


And we are only talking about a Situation where’ the 
actuary's evaluation, which incidentally, in our program, is done 
every year; so we always have a fairly current perspective on how 
the plan is actually doing. In that case, yes, when the gain is 
disclosed we are looking for the flexibility to use that gain--not 
necessarily to use it, but to have the flexibility, when 
circumstances dictate that it may be beneficial from the point of 
view of the business, which indirectly benefits the economy and so 
on. 


Mr. McClellan: Mr. Bentley's commission has been saying 
that when there is a past service enrichment, you ought to see new 
money in there from the employer or from wherever. 


Mr. Bentley: That has been our historical approach, and 
we have not varied from that approach since we have been in 
pbustness, L5,—6, 27-years' ago. 


SPS YP ule 


I might just point out one other thing. We have granted the 
right to an employer to make advance payments into a fund without 
allocating them as to current service or. past service benefits, 
but: swe «have.wsety :again,.a@ «ekiterbia. which, says: "“Wwoucanmoo: that. 
We are not asking you to allocate it now, but within three years 
you must make that determination as to whether that is to be used 
in the method in which it is to be used." 


Although, «I, will) admit, iv0ou .are. making , adaspOine sz ial jGhinkae. 
could disagree with the point in that our philosophy has not been 
different. We have said, "You can make an advance payment if you 
so desire, and we will grant you up to three years in which to 
make a determination as to how you want to use it." But I do not 
think that varies, because this is an actual cash payment, whether 
it is $100,000 or $10 million or whatever the amount is. We have 
been fairly consistent in the treatment of this. 


I Know you can argue the point, but the commission has to be 
concerned with the fact there have been promises given for 
benefits that have been created retroactively. Therefore, we have 
to be a little cautious in the way in which we can treat the 
moneyS which are supposedly allocated for those particular 
benefits. 


Mr. Cureatz: But they will be met anyway. You are just 
going the one further step and being overly cautious. 


Mr. Bentley: I ‘suppose, when, «you sare, Looking sac a tie 
position of beneficiaries under the plan, you sometimes have to 
look, philosophically again, at the prospective position of those 
people; motadjuUStinein > aogcontinurng _plank but. “inpsthemevent,ptihat 
something happens. Now, plans have been known to be wound up, and 
we have this concern as well. 


Mr. Peterson: I just have one supplementary. Is this a 
big problem or a little problem? 


Mre ,Bentley: «ity iSipsead mbag weproblem mato ptke- -peaplesawho 
request it. 


Mr. Peterson: Do you get many requests? 


Mr. Bentley: No. 


Mr. acChaurnman’ iiesuppose yattedaAsed Sstiddsoia sbig.sproblem 
because of the corporation it flows from. There may be some 
dialogue here. I am reading maybe a difference in opinion. You 
will note that Mr. Bentley does not say it iS a conservative view 
now; he says it is a cautious view. I noticed that you have 
changed volcabulary. 


Mr. Bentley: Working with these guys, how else can I say 


it? 


Mr. Chairman: I surmise that there may be some 
perception,of*stubborn thinking. I do not know whether that is 4a 
correct assessment or not. But it might be helpful to get a little 
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dialogue on this particular point, if you gentlemen feel there is 
a legitimate point that you want to make. 


Mr. Peterson: Go ahead. Attack Mr. Bentley. 


Mr. “Bentley:” Could?'IT’imake™ "one moré™ point *before,. We end 
this? 


If you will look at the correspondence that Ford has through 
either Leo Pygiel or directly to Mr. Holinski, we have not closed 
the door. What we did do was say: "We are awaiting the report of 
the Royal Commission on the Status of Pensions in Ontario. We have 
to deal with the recommendations of the royal commission." 


We did not know, at the time we were discussing this with 
Ford, what the recommendations, if any, would be; as you will 
notice; theyetdid “notedealnWwith Tthis particilaristopicy but. they 
dealt with the funding of flat benefit plans, which is the kind of 
plan you are talking about and which the Pension Commission of 
Ontario, along with the select committee, has to look at the 
prospective funding rules, that is, funding rules that may be the 
same or may change in the future, either relaxed or contracted. 


We have had other representations, both to the pension 
commission and suggestions to the select committee, that we are 
going to have to look at that area. The door is not closed to Ford 
with respect to this or to any other plan, except that we have to 
look at the situation in its totality. I do not think the pension 
commission can do anything else except take a look at _ the 
Situation in all of the aspects we have to be concerned about in 
the supervision and regulations of all private pension plans. 


As you know, I did not close the door in our discussions. It 
was open. I appreciate that you have a concern. I think the select 
committee has to be aware you have a concern, and I am glad you 
DLOUGht At iforward:. CAstaditanypointing out;= fPoewas prineipalidyesin 
the past a philosophical difference between the commission and 
whoever made this representation to us. 


Mr S"Kings. © ie Sthitkaithesioneiconcermowetmhaves hadi wersdo 
have’ an “unfunded liability orofivlet” us “sayy S$LOmmidtl zon) or $100 
million--it does not really matter--is that in year one you have 
to meet one fifteenth of that obligation; in year two--I guess our 
point really is, if our fund has achieved a gain compared with 
somebody who has not, then we can really either offset current 
service or let it reduce the amortization payment or the unfunded 
which, in effect, has accelerated the funding of that initial 
unfunded liability that technically we are only required to fund. 


Mr oMackenzies @rtuwonld eaakesmthe: senefit: tofis marnow, 
instead of the second last or last year. 


Mim, (CKinexera tous; cbheyifbextbilitys yourtarel iweablynraiter > I 
guess, and you are saying that the money is in ahead of time. It 
is not as if you are trying to take the money out of the plan. 


MEeGi Bentiheyzayl ycthtnksiyou typealizeyy Mme aking, that guwe 
fully understand the position you are taking, but I think up until 
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a couple of years ago the philosophical difference did exist 
between the commission historically in the treatment of these, and 
it is reflected in the regulations that we wrote quite a number of 
years ago. 


Mr. Mackenzie: Maybe I am reading it wrong, and it was 
interesting that I could even begin to understand it, but is this 
not somehow the same kind of situation we had with the Hydro 
people, the Hydro Employees Association for Recognition of Total 
Service? It iS a personal, individual case where there is a 
particular, pointior taxe -to ignend. 


Mr. “ .Benthéyinbbl { ¢swouldenotip-Say ebitiase? aliy-axnepeosger nag 
situation; butitite ist am approach wtot funding of- private Sension 
plans which I think-- 


Mr. Mackenzie: I think there is a little more to it. 
Mre>Bentleys eYies))uthereotsymonerkto,beythanptnae, 


Mryow Gildies miuMr aniGhatrman,vule iwould. isayttasts.at.casual 
observer that it is a tie. 


Mr. McClellan: What happens if the money is taken out of 
actuarial gains and put into the past service liability instead of 
new money going in from the employer? Then is there not a negative 
impact on the benefit structure of the plan? There is additional 
money--am I wrong here? There is additional-- 


Mr. Caron: Under a defined benefit plan, the company is 
more or less on the hook to fund whatever benefits it has promised 
tO -—pay. 


Mr. Chairman: I guess it iS on the hook--not more or 
less; I guess it is. Mr. Bentley agrees with the delegation in 
this regard. 


Mr. Pygiel: The one point we have..to.remember is. that, 
under the Pension Benefit Act and its regulations, the act Says 
every year you are supposed to make a current service cost and an 
amortization payment towards the unfunded liability, according to 
avset éof rmoches 3 


You are making these payments according to the set of rules 
and, just because the pension fund is going to earn $20 million, 
$30 million, $40 million or $50 million more than you have to put 
in, it seems strange to me that the pension commission should go 
up to you and say, "You must use that $40 million or $50 million 
to reduce the unfunded liability and speed up your payments." 


In the first place, what they are telling you is that you 
have to make this amortization payment. After you make it, they 
are telling you further that not only do you have to make the 
amortization payment but also you have to speed up payment of the 
amortization payment. 


Mr. Chairman: You might interpret that as, instead of 
rewarding success, penalizing it. 








———————— 
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Mr. Pygiel: Exactly. That is exactly what is happening. 
Mr. Cureatz: Contrary to the free enterprise system? 
Mr. Gillies: You are coming from behind now. 


Mrve Bentley :) Might, \l.))poantae out oithathevoussvhave »the 
representatives of the pension commission before you tomorrow, and 
you might query them on this point. 


Again, as far as I am concerned, it has to come back to the 
philosophical approach. You have to separate in your mind, and 
this is what I think happened originally, by my reading of 
everything that took place in the development of the regulations 
under the Pension Benefits Act, that they did treat prospective 
service benefits differently from those that were granted 
retroactively. 


They felt there had to be rules which caused, I suppose you 
could call it new money, to flow in to look after those things 
that you granted retroactively, whether this is done through 
negotiation or unilaterally. 


Employees are now led to believe that the level of benefits 
they are going to get for all their past service would relate to 
che $15, «Sil65y $7 arid 2iG16>- pervemonthi per’ yearenofsaservice yon 
whatever the benefit provides for them. 


ee405D.M. 


Again, ©cl- “guess «4iu . comes ) down’ tolarthe tyapproach .:of the 
commission when they wrote the regulation. It said philosophically 
these should be treated--if you will pardon the whistling, I have 
a loose tooth in the front, and I am supposed to see a dentist on 
Friday. It’ is ‘going to fall-out before I- ‘get, there. 


Mr. Chairman: We all have to face that age. 


Mr. | benctley:*=1" think awhen wel “changed they Irequbationecto 
permit the prepayment we recognized that maybe we were going a 
tittle bit} “too. /‘fars° Wel“could’ have® said: -"Okay, »you»'cansmakeira 
prepayment against an unfunded liability, or you can make a 
prepayment against a special payment. You must identify it at the 
beginning." But because I Suppose we were tempted to make the 
rules a little bit more flexible, even when we permitted a cash 
prepayment to be made we permitted a period of time in which the 
company could determine how they wished to use it. 


You can have an actuarial gain and it can last this year and 
next year and the year after; but it does not necessarily last 
forever. We will impose a rule which if you happen to come up with 
the next (inaudible) as many plans did in 1974, 1975 and 1976-- 


Mr ugbygielss-Nobody,, weoarguingsthati pointalPhe pogant is 
that@tyou Jhave Yigoteoalinset > ofésrolesmcthatissaysalif, wo0uscshavevian 
experience deficiency you fund it over five years. No one argues 
Ghatasyou mhould-enot do.uhat. (idjeyoueshave an | initial. unfunded 
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liability, oyourefund Pit over pho liyears se Bbutiliferenmay @makessone 
suggestion, I don't think--and correct me if I am wrong--that back 
in 1965 very many people who were drafting the legislation thought 
there would be these large gains available now, which some plan 
sponsors would like to have the flexibility to use for their own 
cash requirements. 


Mr. Chairman: Like government. 


Mr. ‘Bentleys tr cbSiga, venyymMakdesthings tapngog back aro,. koa 
and 1965. But I do know the philosophy was established at that 
time that this should be the approach of the commission. There has 
riot: beenisbefeoreous ins they last eligor,,.t8 years.~thissnumber sof 
reguests to permit the additional flexibility that you are asking. 


I am not saying you are wrong. I am just defending the 
position the commission has taken. There hasn't been the number of 
requests that anyone would have anticipated if the rules were such 
that they could be considered to be totally inflexible, totally 
unworkable. They have worked, with the exception of some 
Situations. 


Mr. King: I think, part of that mightober ithe gfiact) chat we 
do annual valuations. 


Mrei obentleys fyAeegreati«cnumbery hofs plans mhavers beensgdoing 
annual valuations for the last seven, eight or nine years. 


Mr. King: But, #1 Chink the first’) couple —of@gainssgougsny 
us before we twigged to the impact. . 


Mr. o°Bemtley: scThated iswcentively possible, Againgesthough, 
we have not closed the door. The royal commission did not deal 
with the matter at all, but there are other ramifications involved 
in the funding of pension plans that the pension commission has to 
look at and has to be concerned about. This is only one part of 
the whole thing. 


Mia pPChalrmanteneMr te aBentley, I appreciate you haven't 
eloseditheudoor pa and; GoraneEr vangwton openupite ras Litthles-bit.s Younhave 
been talking about the philosophy of the royal commission report 
which recommended a PURS program, the moneys to be invested in the 
private sector aS opposed to government because of some very 
extravagant language that occurred about government use of Canada 
pension plan moneys--and I am not tempting Mr. Peterson to respond. 


If the royal commission's philosophy was to make money 
available through pension plans for the private sector, would that 
impact on the philosophy of a company like Ford, utilizing pension 
moneys in the private sector? I am thinking of making more money 
available to the private sector in this case here. 


Mr. Caron: Do you mean on the private employer himself? 


Mr. Chairman: Private employer, yes--as part of the 
private sector. Is there some thread of philosophy that seems to 
run through that commission thinking and what you are Saying, or 
amole=7 











um 


Mia Meron enves y= Lothinke philosophically there is a point 
to be made there. With the moneys we are talking about here, 
actually we are not looking at a physical withdrawal of money out 
ere chev plans hthatt.doesn't® taket place, ‘and® that-*as° ‘not Pbeing 
contemplated here. It is really a substitution of excess money 
that has been earned in the plan for new money from the sponsor. 
So to the extent that flexibility is there then there is more 
flexibility for the sponsor to utilize the moneys internally in 
the business. 


Mr. Chairman: And rather than put them into a--? 


Mr. Caron: Really, that means he can either undertake 
investments that wouldn't have been possible or, if he is going to 
proceed with those investments in any event, then he has to obtain 
the cash funding from some other source; so he has to turn to the 
banks, the investment industry generally, all the various sources 
of private capital. 


ULemChalrman: tnatedsuwiat, I “had’in  mind;-~—thatetyous chad 
more flexibility utilizing internal financing-- 


MreucGatOn:. Lf there is more flexibility “there, ‘then I 
think you can argue that there is going to be an overall benefit 
of efficiency to the economy. 


Mr. Chairman: I was just trying to get the philosophical 
argument; that was all. Mr. Cousens, you had a question? 


Mr. Cousens; I pass. 


Mr. Mackenzie: I recognize it is a fine benefit plan and 
that certainly is a little different ball game, but I am wondering 
if there is some conflict there also with a worker's right to have 
some say in what might be done with excess benefits that may 
accrue in a plan like that. I wonder if they might not have some 
Say in whether you use this for purposes other than earlier 
funding of the unfunded liabilities. 


Mr. «Caron: That is> a ‘very good guestion and’ °a™~ point’ that 
would have to be a good subject for debate between the 
representatives of the union and management. 


Mr. Mackenzie: We went through the argument of deferred 
wages, regardless of the loans. 


Mr. Chairman: Yes. That occurred to me some time ago, 
that the deferred wage concept was maybe a little bit varied when 
it came to this type of plan. 


Mr. Mackenzie: I recognize defined benefit is a little 
different, but I still have some question in my mind as to whether 
there is a locked-in right here of some participation from those 
the plan was negotiated for. 


Mr. Caron: The way a defined benefit plan is structured 
nowadays that right doesn't automatically follow, because the 
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entire obligation falls on the sponsor. 


Mr. Mackenzie: Philosophically, T (ham) enothritocr—tsurebtl 
entirely agree with that either, but I understand. 


Mr. Caron: (inaudible) sponsor left holding the bag and 
you. know, how, it.is. It.is.a. philosophy that has, I guess, grown, up 
through the years and one that has become fairly entrenched in the 
pension industry and in most relationships between the employees 
and the company sponsors as well. 


Mr. Mackenzie: The second question waS really one I 
wanted to direct to Wells, but it deals with what we have been 
discussing here. Have we had any experience of companies paying in 
advance during the 15 years, their unfunded--? 


Mr.Bentley: We have had some experience. 
Mr. Mackenzie: Has it been minor? 


Myis .bentley:, Well,., 1t .sdépends. . The number. of } compoanice 
that have taken advantage of the current regulations have been 
very few, but the amounts of money involved have not been minor. 


Mr. Peterson: Have there been cases of a company having 
a big profit year and saying, "Holy smoke, we had better store up 
some peanuts"? 


2:50 p.m. 


Mr. Bentley: I would) not even Nazards ia .quess sac Com wy 
they are doing it. I know they have come forward with additional 
funds into the plan and they have a period of time in which to-- 


Mr. Mackenzie: Over and above what they were--? 


Mr. Bentley: That's, right,..over .and “above what they “are 
required to do. They do this in a number of situations. We have 
had them advance the special payments by a considerable amount 
just by earmarking. They say, "Look, we are going to reduce the 
unfunded liability by a considerable amount without even utilizing 
the three-year period we grant under the regulations." That is 
only to permit them to have the opportunity to make some judgement 
as things unfold for them, but yet to set a time limit as to how 
long the commission iS prepared to grant as far as time is 
concerned in order to make a determination. Some do it immediately. 


So the regulation we have makes it possible for flexibility, 
but quite a number of employers have not utilized it. They have 
just come in and said, "Look, we have some extra money and so we 
are putting itecine“‘vEhatsis«thein deciston-r notedurs. 

Mr. Williams: You say you are leaving the door open. 


Mr. Chairman: Yes. He said the door was still open, and 
Taguess ehrput my! tootein kos 


Mr «-McClellans»It.would.snot.be the..firnst time: 
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Mr. Chairman: You lose more feet that way. 


Mc .iewWeiiamssevt 2hjus tendon it. nknowhawhat mcoptionss 1you have 
left to examine or look at that they haven't already explored 
there. 


The pension commission is coming in tomorrow (inaudible) 
things we can discuss with them, although, as has been mentioned 
earlier, I don't know that it's the function of this committee to 
deal with individual case situations. I think it would be very 
arvericul © ro sput Us 41 “that si tiation’. 


It's something I think in the overall we might want to look 
at when we are addressing some of the major recommendations to see 
whether this could be effected by one of those recommendations. I 
don't know if we can deal with the specific individual complaint 
at this time--not that it doesn't concern us, but-- 


Mom «Garon oSomethingatthat occurs’ itor me sist thatnsriisthe 
regulations concern the adequacy of funding, and if we are going 
to receive a general overview, it may well be there are sharper 
methods or sharper tools to achieve sufficient funding. 


Reeroccurs ., COMM in Our (particular. pilanartnat.., we: would 
certainly have a sounder-funded program and it becomes obviously 
more soundly funded--or it will be excessively soundly funded, 
depending on your point of view--by the application of the current 
regulation. So perhaps it's a bit of a blunt instrument that our 
well-funded plan is being forced to be even more well-funded. 


Also, if there is a going to be a general revamping of the 
regulations stemming from the review of the royal commission 
report, there might be a possible way of defining the conditions 
under which what they are looking for might be permissible. 


Mr vosBentley :noThatiwasigentinely: possible. jAs ,you _ Know, »:in 
the royal commission report they did specifically suggest the 
Commission. Brookit atrOtundingeuot flat “vbenefit plans. 9°Thateris 
something the pension commission will have to be concerned about 
and it is something we are looking at currently. 


How the request you presented to usS a year or so ago will be 
dealt with in the final approach, I could not even begin to guess 
right at this moment. But I can assure you--you know this is 
true--that the pension commission is fully aware of your concerns 
except that, at the time we had to deal with it, we had to await 
the reportrPeofrithe: royal ‘commission ‘to see if they had dealt 
specifically with it, or dealt with the funding of all pension 
plans in general terms or however they dealt with the funding of 
pension plans. 


Based on that, certainly we are looking at the whole of the 
program. How your request will fit in, at this particular moment 
Vthes dapitcult tforome) totsay. 


Mr. Caron: Would there be any merit from the 
commission's point of view if we were to appear before it in some 
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way, or is our case fairly well explained already? 


Mr. Bentleyte:l think@tyourecase Us (fair ly welleexpleined. 
I think the pension commission is aware of your area of concern 
and the reasons for it. I think you are aware that this is true. 


You also know if we have any need or want additional 
information we would have no hesitation in going either to you or 
through’ *MriwrePygiel ato ~youodfor *wany!)additionale informations p»tiae 
commission may want in order to look at what may be a reasonable 
approach to funding of all kinds of pension plans, including flat 
benefit plans. That is about the best I can tell you at the moment. 


MriitavG@hainman: Always remembering that the price of 
liberty is eternal vigilance. 


Mr. Peterson, you had a question. 


Mr. Peterson: Did you make this submission to the royal 
commission? 


Mr. Caron: We did not. 
Mr. Peterson: Why not? 


Mr. Caron: I guess that was at a period of time that was 
before our active concern arose. 


Mr. Peterson: What is the size of your pension plan? 
Mr. Caron: On a book value basis, close to $500 million. 


Mr. Peterson: What is the dollar size of the problem you 
were talking about before? 


Mr. Caron: We have not calculated the numbers precisely 
this year, but it could be a cash contribution difference of in 
the neighbourhood of between $10 million and $20 million. 


Mr. Peterson: So last year waS an experience gain or 
gain of-- 


MrwnrCarone Yes. 6 The? @actuarialysreportyeeovering ILLGSOems 
juste «in ethedo.finalizeationws stages,» fand + ab 8 *does'})indicatetina 
Substantial gain which, under the present regulations, would 
require a certain cash contribution. Under our proposal it could 
require a cash contribution that would be diminished by-- 


Mr. Peterson: So that would have saved you $10 million 
or $20 million last year. 


Mr. Caron: I am talking about this coming year, 1981. 


Mr. Peterson: Sorry, .198l; > you. could;ssave,.$10.-million,.or 
$20) masiaons 


Mr..- Caron” I yam: estimating; Dbutioythe reppnetax--im that 
order of ‘magnitude ssthis as’ notw assaviingstin jerotitocom ‘loss aiming 


ey 


Pou;v tele a Cas) TlOw condition. The profit or loss we repoftion 
our bookeeping won't be altered significantly because, when you 
are talking about accounting principles, it is not always the same 
as cash. It would have the impact of requiring us to borrow fewer 
cash funds if we are in a position of borrowing the money to run 
the business. 


Mra rece: son: From “a -<tax point “of view, what 1s the 
difference from an earnings point of view? That is a deductible 
expense. 


Mr. @rCaron? Weswreallyie havercrxathree ‘«dwiferent; saitypes. i of 
books. You have cash books, which is what we are really talking 
about here. You also have corporate, profit and loss financial 
statement reporting. 


The rule we follow there, and it is a rule that has been 
recommended to us by our accountants, the outSide accountants who 
audit our books, is that the expense we recognize on our books for 
any given year should be what the actuary's statement of our costs 
are. That may differ from the actual cash contribution because of 
precisely the factors we are talking about here. 


3 p.m. 


For example, take a Situation say five years ago. If we had 
made a prepayment, if we had put extra cash into the pension 
plan--say we put an extra $5 million into the pension fund--we 
would not have reported that as extra expense in that year on our 
P and L statement. 


Mr. Peterson: Why not? 
Mr. Caron: Because-- 
Mr. Peterson: Written off that year. 


Mien CArONS. =-siti.waS;- In, fact,» theescashostlow diwent- out 
that year, and it probably would have been treated aS an expense 
from an income tax point of view. 


Mr. Peterson: That is what I am talking about. 


Mra, eCaBbon:: But Pe rom,v ithe. © pGintFAMot » fivd ewok cot « company. 
bookkeeping, a profit and loss statement, it is construed as 
buying a deferred expense; so it is an asset. 


Mia. pPecensons. lehanmtalking mboutisit yiromyas tax) poantpiot 
view now. 


MrvaCaronke. Okay. 


MrS “Peterson: Just? so WS" understand at. eligasked) Mr: 
Bentley this question earlier. I assume the precontribution; in 
other words, it would be when a company had an extraordinarily 
profitable year and says: "Holy smokes, let us store up some 
chestnuts, because this is all deductible from a tax point of 
view." \1t is deductible and costs you 50 cents on the sdoblan. 
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Right? 


Mr; :Canon:: »Thatuniss one 4qd00d ener casSOngusube togca, Limivinsine 
Department of National Revenue will not allow you to go beyond 
certain limits-- 


Mr. Peterson: On a precontribution. 
Mr. Caron: (inaudible) of pension contributions. 


Mr. Peterson: But on a contribution of the kind you are 
talking dvabout=-T)! ‘may a bewr wrong rl ibuti ale siwant vctoeimake: ssure\t i 
understand this. Let us say you were called for an additional 
$10-million contribution because you are caught on the horns of 
this--let usS say you are--to make up the deficiency. From an 
income tax point of view, that is fully write-offable. That would 
cost you 50) cents. 


Mr. Caron: Yes, I think I understand you correctly. 


Mr. Peterson: I understand the practical argument you 
are uSing. 


Mr. arnonssiOkay. 


Mr. Peterson: Do you figure--over the past few 
yearS--and I assume it is in the past two or three years that you 
have experienced these actuarial gains in the fund. 


Mr. Caron: They have only been significant in the last 
couple of years. 


Mr. Peterson: In your best judgement, what is the total 
cost to Ford in terms of cash flow? 


Mr. Caron: Of the regulations, the way they are? 
Mr. Peterson: Yes. 


Mr. CaronseyTaking jhast weanreandiothises;vear -uprobabky mam 
the area of $30 million less that is in the business’ than 
otherwise might be. It is a lot of dough. 


Mr. Chairman: That iS a very interesting point you have 
made, and I think you have made it forcefully. I am also sure the 
committee will have some future discussions on it as we complete 
Our overall deliberations. 


Gentlemen, we have another person who is scheduled to appear 
this afternoon--Mr. Ross Rigney. IS Mr. Rigney here? I was 
checking the correspondence from the clerk, and the clerk 
estimated that he would be coming on about 3:15 p.m. In view of 
the time being 3:05 p.m., it may be that he will be along in 
another 10 minutes. It iS an unuSual experience for us to be 
running ahead of schedule. 


Mr. Peterson: There is no brief, from) Mr. Rigney. that, I 
am aware of. 





Bigs, 


Mr, (Nalrmahe NOw [nere 1S not. 
Mr. Cousens: Shall we recess then? 


Mr. Peterson: We have a schedule for the rest of the 
week somewhere, do we not? I have kind of lost-- 


Mr. Chairman: Tomorrow we have the Pension Commission of 
DacariOnappeal ing wat=10\"O Clock ano again=ac’ 2 p.sles eso. that isa 
full day of the pension commission. 


On Thursday, at 10 a.m., we have Professor James Pesando; 
also in the morning we have the Coalition for Pension Reform. At 2 
p.e-m. on Thursday we have the Canadian Union of Public Employees 
(Ontario Division) appearing. Later that afternoon, we have the 
Investment Dealers' Association. 


Is there any discussion? Otherwise, we can recess for five 
minutes. 


Mr. Williams: Has the date been set for our meeting to 
go over. ,a draft report? 


Mr. Chairman: Yes. 
Mr. Williams: Did you discuss that earlier? 


Mr. Chairman: Yes, we did. We have allocated Monday, 
September 21, at 10 a.m. We will use that day for the review of 
the draft, and we will be ready for them. 


Mr. Peterson: Any chance that draft will be in our hands 
ahead of time? 


Mies ClaLomans: +k) | GOuUDt™ 41t = Very "much sapuste certainty. we 
will have it for that day. I hope, depending on the depth you want 
to go into it, we may be able to finalize some of those areas that 
we discussed earlier that are not at this stage susceptible to as 
many conflicts-- 


MraseMackKenziess Other. than “that “schedule of > yours, “you 
haven't made any arrangements in the event that we don't finish it 
and reach agreement on it, have you, Mr. Chairman? We are playing 
it by ear until September 21. 


Mr. Chairman: Yes. We have, aS you know, a "best 
Mondays" response to the members. I thought we would pick the best 
one, which is September 21, and (inaudible), if that is agreeable. 


I would ask the members not to evaporate lest we not have a 
quorum at 3:15, which is five minutes hence. 


Mr. Peterson: While we are shooting the breeze, Mr. 
Chairman, have you attended discussions with the House leaders 
about regrouping in January and February? Is that your tentative 
plan? 
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Mr. Chairman: Yes. The plan would be for that. In answer 
to your question, no, I have not discussed next year's schedule 
with the House leaders, but certainly scheduling may be necessary. 


Mr... Peterson: Can select committeeS “sit -concurréent with 
the House? Is that done? 


Mr. Chairman: No, it's not. It’s just not workable. 


Mr. Mackenzie: You might sneak the odd day or two, but 
on any more of a sustained basis, unless your schedule is-- 


Mr. Chairman: I think they have been known to sit to 
complete reports, that's all. 


Mr. Peterson: That might be the answer. 
Mr. McClellan: I think it's easier (inaudible). 


Mr. Cousens: (Inaudible) on September 21 is to have some 
discussion on just some of the--if we are doing the interim 
report, we could lay out a few plans as to what we want to do in 
the next run after the House recesses. IS that your plan, Mr. 
Chairman? 


Mr. Chairman: I am open to suggestions. We have a great 
number of people who wish to appear before the committee. I don't 
think we should deny them that opportunity, and I don't want to 
see the committee in a position where it's prejudging or 
concluding in advance of hearing evidence. So I think we have to 
remain open (inaudible) until the problem is investigated very 
thoroughly. 


Mr. Cousens: Very good. 

Mr. Chairman: That of course, is not to say we 
shouldn't act expeditiously. I don't think that is in the interest 
of the people of Ontario. 


Mr. ‘Cousenssa That jasita .€oregone ‘conclusion, -withwall, Joe 
uS. 


The committee recessed at 3:10 p.m. and resumed at 3:19 p.m. 

Mr. Chairman: I call the committee to order. 

We have followed up with the commitment of Mr. Ross Rigney, 
who wished to appear this afternoon. I am now advised that he was 
called out of town on an urgent matter. Unfortunately, we weren't 


advised of that until we inquired. 


ThateawWille conclude. stodav' san Srtring, unless you have 
something else. 


The committee adjourned at 3:20 p.m. 








' SELECT COMMITTEE ON PENSIONS 


| ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 


| WEDNESDAY, SEPTEMBER 2, 1981 


m Morning sitting 


os 
SD 
ow 


“IBRARY 





“xe = MAR 291082 gS 


SELECT COMMITTEE ON PENSIONS 


CHAIRMAN: Taylor ,..J., Aso <(PEince) Baoward=-Lennox PC) 
VICE-CHAIRMAN: Williams, J. (Oriole PC) 
BLanee; Ae qos to ahinter? © )riae 

Cousens, > De CYOLK Centre. Pe} 

CULCARAG Sv ialrs honey heteic ren | 

Epp, H. A. (Waterloo North L) 

GILLIES iP A eben. hor Omron 

Jones, T. (Mississauga North PC) 
Mackenzie, R. W. (Hamiiton East NDP) 
McClellan, R. A. (Bellwoods NDP) 
PeterSung? Da shew HOMGOR Cenc rears) 
Riaqaell, J. K. (Huron-Middlesex L) 


CLErK VOLO Reehc MALTNOUL, vine 
Consultant: Bentley, J. We 
Rese€archer: Jennings, ) RK. 


Witnesses; 

From the Pensions Commission of Ontario: 

Priestner, E.B., Vice-President Operations, Westinghouse Canada 
Lake} ed. 

Brown, M.D.R., Presiaent, BCkier, Brown, /Seqalok sCompany sla mitted 
Milting, Gordon, Labour Beonomisc 








LEGISLATURE OF ONTARIO 
SELECT COMMITTEE ON PENSIONS 
Wednesday, September 2, 1981 
The commuctee met abend. 0 ica avininsnoomwno aahoh. 


ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
(continued) 


Mr. Chairman: I see a guorum here. 


We have received since our last day exhibit 89, a submission 
dated August 1981, from the Ontario Coalition for Pension Reform; 
exhibit 90, a Submission dated September 1, 1981, from Edward 
Lawrence Archer, MA, CLU, pension economist; exhibit 9l, a 
Submission from Housser and Co. Limited; exhibit 92, a submission 
G@aved ~S5eptemper Sl, ,.ebosljso from “Fordyn Motor [Companys of: i sCanada 
Limited; exhibit 93, a submission from Jim Gordon, MPP; exhibit 
94, Committee Research Officer, Views on the Royal Commission's 
Recommendations; exhibit 95, a memorandum dated September 1981, 
from the Pension Commission of Ontario; and exhibit 96, Committee 
Research Officer, Guaranteed Annual Income. 


We are indeed fortunate this morning in having, in addition 
ECOLICXHLD Ite 95, athe memorandum from othe “Penson Commission: vot 
OnteaniroyrtheVPension® Conmission of) Ontario!’ itseif.%iisam going to 
identify the members from the commission who are here: Mr. E. B. 
Prvestnery Mr.etiveD. RAGBrown, cand Mra Gordon (Mildings 


I gather, gentlemen, that your preferred approach would be 
EO LWOLKOULY ofn7 youreisubmission sicandsthens after meachrepart we: -coukd 
jump in and ask questions as we go along. Is that correct? 


Mr. Priestner: Yes, Sir. 


Mr. Chairman: Okay. Then we are in your hands. I hope we 
can get through the first part and refrain from asking questions 
even in anticipation of its completion. So away you go. 


Mo. Priestner: Thank you very much, Mr. Taylor, members 
of the committee. We appreciate your invitation to appear before 
this committee to comment on certain aspects of the report of the 
moyalscommission. forailesmsoutnssome oof » thesschairman.'s, -remanks,, 
first of all, we are not the whole commission here; we are a 
subcommittee of a nine-member body that has been delegated to boil 
aown the royal commission's report and present its views to our 
commission as a whole. We have done this over several sessions, so 
the report that you have and the comments that I will be making 
represent the views of the entire commission. 


There are nine people on that commission, and they come from 
different walks of life; they have different views on everything, 
Brapues pyomican jappreciate,,| (itegciiss wsometamessmdatiGicult tomget a 
complete consensus. We think we have zeroed in on what the 
commission feels to be the important issueS and our views on what 
might be done about those issues. 


POSE Ueras ile 
Mr. Chairman: So you are three of nine-- 
Mr. Priestner: We are three of nine. 


RIE Chairman: --but manifesting the views of the 
commissions Just towcarry forward *that. thougnt, we are a commit ee 
of the legislature composed of members of all political parties, 
and we too cannot agree on everything. In a way we are a sort of 
mMini-legislative assembly here. 


Mr oa UPRrestnerwiclL.ubhonkilebaky 1rs7  nepresenedetvemsOr geour 
GrouDw eam YTedwiPriestnerc |! The Sajoby, forse which. i; ame paragans 
vice-president of operations of Westinghouse Canada. Gordon 
MilMingi@is a Labour seconomrpstsand Davide Brown: ols - presidents Ofiga 
consulting actuarial company. AS you can see, we are a bit of a 
mix within the commission itself. 


Mire peterson: One Liberal, one Conservative and one NDP 
PS sone? 


Mr. Priestner: We haven't asked that question except in 
confession. 


Mr. Brandt: We will be able to tell you after you speak. 


Mev. PriestnerkY Ohare’ ofM all). xad4word rabout tie )ipensizon 
commission itself. I may be repeating knowledge that you already 
have, but the pension commission was established in 1963 under the 
authority of section 2 of the Pension Benefits Act. The commission 
was and continues to be composed, as I said, of not £ewer than 
five or more than nine. We have a full complement of nine at the 
present time. 


Tes ~ pranoipal’viunctions aretatthreefold = 7Ftosspromote jsthe 
establishment, extension, improvement and solvency of pensions in 
Ontario: to, ‘accept. “for “registrations abl. plans’ required Atongpe 
registered, and to administer and enforce the Pension Benefits Act. 


Over the past 18 years the pension commission has made 
frequent recommendations to government in respect of changes that 
were considered necessary to strengthen pension plans, to afford 
more ‘adequate’: protection "to the raghts Wot plan members) andagea 
achieve a maximum degree of uniformity of pension legislation 
between Ontario and other jurisdictions. 


Mr.” Peterson: ' Can a -ask ’a* question’ yon a> point. you stmaderra 
minute ago? You administer about 7,700 pension plans. 


Mr. Priestner: Yes, sir. 


ME Peterson; How close are you, the pension 
commissioners, to--that's a big inventory of things to handle. 


Mr. PrLestner: Yes. 
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Mr. Peterson: How intimately do you as commissioners get 
involved as opposed to staff people? Do they flag problems for 
you, Or 1S it your reSponsibility to keep asking guestions about 
ABC plan or whatever? 


Mr. ~“Priestner: I-*think~ there are ‘two’: answers .to that 
question. From my perspective when I came on the commission, not 
Knowing now it worked and so on, I was amazed at the detail the 
Commission had to get involved? 1n.4ifhat 9was Wmy chirstiw and 
continuing impression of it. We have certain rules that cases of a 
certain type must come before the commission to be ruled on, and 
then we rely on the staff to flag other issues where the 
guidelines are not so clear-cut. I would think that on average we 
meet twice a month. i 


Mra Peterson: Fora full" day? 


Mr.- Priestner:. IJ>owould. say three” quarters of aj day ocis 
typical. There is always somebody running off at two o'clock, but 
PyWOULdMSayo“we =probably idealw.with? Loistow 209 andividualscases: sat 
each of those meetings. When you add that all up that's not a lot 
eOrpared tO ¢y/700., But most of the 7,700 plans that are negrsterned 
are stagnant in that they are not changing all the time. Once they 
are registered and once they are performing their original 
filings, there is really no need to look at them on an individual 
basis until they come on side. 


Mr. .Peterson: And you get paid peanuts for giving up two 
daysea month forsthat? 


Mr. Priestner: Yes, Sir. That's Ted Priestner's view of 
it. I'm not sure it's the commission's view. 


Mr. “Williams: Just ‘a Ssupplementary5si MrvischPrrestner: In 
the last,.sentence.on.the .first -page you state that. one of .the 
punctions, ismtotaccepmefror registration! salleyplanse mequaredy to. be 
registered. 


Mr. Priestner: Yes. 


Mr. Williams: Are there situations where there are plans 
that.dosenot. haveseto. bewregisterned, under.the act? 


Mri.tupeiestherraiYeseutel  wilewehave, to; cald,cons Welds,.for..«a 
more precise definition, but there are plans operating in Ontario 
that are under federal jurisdiction, for example. There are plans 
that are exempted by law, some of them in the public service. 


Mr. Williams: I think we touched on those the first time 
Out. 


Mr. Priestner: Basically, 1f an employer sponsors a 
pension plan, it must be registered with the commission. 


Mc. - wa LranssiDpoiwyouy want ntemdeal with: athatediow. or come 
Dack cComitsto Get into specifics. IT think. we touched Oni gomeeeaon 
EOur of. thei plans wsthatn~did, notrsahave..to.be.,registered at the 
beginning. 
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Mr. Chairman: Go ahead, Mr. Williams. 


Mrol Wisbbbams ints a See dohere oranyehingmeburther, that) can oe 
given in the way of elaborating on that? 


Mr. Bentley: -wust,).the..other, group, whene. the employee 
pays .the> whoke» ofisthe- contr ibution.«aMn.,.MilLbingy can, jenkiargesson 
that considerably because he has had quite a bit of experience, if 
you want to know more detail on this. 


Mr. Williams: That would-be more of a historprcal 
situation, notyuethosesplansssthatgodidjaneot have to be; registered. 
They are not the type that are coming on stream. 


Mr. Milling: The term "Main category" is probably 
misleading. We are, I Suppose, talking of three or four plans that 
were won by large unions for their members mainly in the printing 
trades and in some of the building trades. These plans go back 
many years, some of them before the First World War, I think. 
These are plans to which the workers themselves make the 
contributions. There are no contributions made from the workers' 
employers. 


Mr. Williams: I think there were two that were mentioned 
to us at the beginning by yourself, Mr. Bentley. 


Mr. Milling: There would likely be two left; one or two 
of the larger plans have been wound up since. 


Mr. Williams: It waS mentioned there were some other 
types=(of eplans=«<as:7 well «which» normally swoulds sy nots ghavemmtoa jibe 
registered, the type which are no longer being presented by 
employers to their employees. It is my understanding that today 
all plans are being registered. 


Mrs 7 Mibli nore yve s,.gthatyeis icmues ) ido nots iknowmotferanvyaney 
plans coming on stream now or in the last 15 years or more in 
Ontario which have not had to .be registered either with the 
Pension Commission of Ontario or the federal Superintendent of 
insurance. 


Mr. Priestner; There i's; tone Wothermevpotnt® abou tee 
commission. The chairman of the pension commission iS a member of 
the Canadian Association of Pension Supervisory Authorities, or 
CAPSA, whose membership consists OL the senior pension 
representative designated by the several juriSdictions. Members of 
CAPSA at present are from Alberta, Saskatchewan, Manitoba, 
Ontario, Quebec, Nova Scotia and the federal government. The 
principal functions of CAPSA are to evaluate existing legislation 
On a continuing basis, to make recommendations for amendment and 
generally to promote uniformity of approach to the regulation of 
private pension plans. We will get into that as a key issue a 
Littles#datertone 


Mr. wiCharrman:isDe youhmedan Jasw tooywheathermor inet .that is 
successful? 


Mr. Priestner: Yes, and what might be done to make it 
more successful than it has been up to now. 
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Mr. Chairman: Mr. Peterson asked about your work load, I 
SUppOSe yates tne Sintimacy. .contact. with. .individual,.files. I.guess 
Poul te Lee iopu dit oe. tway. TovContact “wrt other jurisdictions. in 
terms Of being familiar with their legislation and how to ensure 
achievement of some uniformity...Am I correct in that observation? 


Minn Priestnens. That ~lspaverya coprects.d2b is» an<essential 
point to the position the commission has taken. 


MGwearPeLersons Have. vou.ever had. a@.~disaster,..Sayy, a.file 
that snuck away on you that somebody did not flag, and when you 
looked at it again you said, "My God, there is nothing there to 
pay for the benefits?" Or does the system work pretty well from a 
regulatory point of view, just from catching those problems? 


LO EOE 9 EN ve 


Mite. Priestner: My experience is more limited than 
Gordon's. My experience says it works amazingly well. It works 
better in actuality than it probably does on paper. Gordon, you go 
back longer in your commission association. Do you recall a major 
ag1Saster, of that. type 2 


Mi. Win oe tide NOve Le cont. 9 recali@ans disasters. of. tvhae 
magnitude. There have been cases of plans that were rather 
seriously underfunded. Most of them that I can recall were meeting 
the requirements of the legislation. There have been’ some 
Situations--and I would think Mr. Bentley could answer in detail 
better than I could--where the funding was, relatively speaking, 
pretty shaky. The more serious ones have been where the reguired 
contributions have not been made for the last year or year and a 
half. The place may go bankrupt before this particular deficiency 
is recognized. 


I think there are some recommendations in the the royal 
commission report that have to do with the timing of contributions 
so that it might be possible to spot some of these problems before 
they become very serious or catastrophic. 


Mr. Peterson: But they weren't major failures of the 
regulatory lesystemisjonmi function; inv yoursogjudgement? Theys weren't 
major failures of the regulatory function of the commission? 


Mra ceiMrlPing: =? Nosyothey/ wouldnt icbe Smajor ?cfailures) from 
the point of view of the Pension Benefits Act and its general 
purpose. They might have had a major impact on the benefits of 
some particular employees in those situations, of course. 


Mr. Peterson: Well, if there are any failures you want 
to admit to, you have a chance right now. 


Mr. Chairman: No confessions, please. 


Mra eberclcy: “No, ~iesagree, Sihnere+has’enot Sibect Oo any 7 Snayor 
sytuation. 


Mr. Chairman: Nothing to confess nor repent. 
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Mr. Bentley: To repent, yes; not to confess. 


Mr... -Priestnerns:..1° think: e1imyourjturnedst ther ques Clon year ound 
and asked him if he is perfect, he will admit no to that. 


Mr. Peterson: Thank you. 


Mra. Chairmant< Wwoysee., Mrs; Bentley.2 15.9 gorng-etocren ey, the 
horns of a dilemma today. 


Mr. -Peterson: .Wéhsgare wqolng,,.to, do_our “best—-tasepee iihan 
there, too. 


Mia mPraeStner: «1 tAwas. NOt Jour gcnoice tthat youl Sat eons toc 
other Side of the table. 


T° amy notr going) toe goullnto: ‘therdetarl si of) the. lr esumesrorescne 
various members of the commission; they are in your report. AS you 
can see, they are from a wide variety of the private sector. All 
of them have an interest in pensions but they come from different 
points of view on the subject. 


This submission that we are dealing with today concentrates 
on only four areas of pension planning and regulation. They are 
alLlsvot “major oconcerns-toy.they royal, commiussiony.and (they arenali. of 
major concern to the pension commission. We think these are the 
issues that must be addressed most urgently if employment pensions 
are to Survive as Significant providers of retirement income. The 
four areas are eligibility, vesting and portability,..as. one; 
En£Elation:; funding and solvency; and uni COLrMety of 
legislation--the point that was raised before. 


In this discussion it is assumed that one object of public 
policy continues to be the encouragement of private pension plans 
and individual retirement savings plans. Whether that means an 
expanded, oro-diminished odes sfor jspubl 1c. <or utpmi vates, plansayisweea 
question that goes beyond the terms of reference of the pension 
commission. cHowever, dt ussichearnstoruss: thati.«anysiof 4thesrbogad 
policy options currently under study by various governments in 
Canadacineluding thesrcourSesyo£f action +favounedjabya they royal 
commission, would accommodate or even require the existence of a 
vigorous and effective system of private pensions. 


Consequently, we agree with the royal commission that the 
Pension Benefits Ret and Similar legislation in other 
jurisdictions has a vital function to perform in whatever pension 
structure May ~emerge *nasssa’ iresubtyof syour ludelrberations ~and 
Subsequent action by the Legislature. 


Turning. ™toortthe?, issues; e®fisvstrgeomel igibiity.  vestingsagand 
portability, pension coverage, especially in the private sector, 
is far from complete, whether the percentage is 40 per cent, 50 
Per. Cent tor 960 per cent. AS the royal commission points “our, 
however, coverage statistics are of little use in telling us how 
many employees are likely to receive any retirement income from 
the plans to which they belong, or whether the amounts they will 
receive are likely to bear any reasonable relationship to their 
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earnings at the time of retirement. Changing employment patterns 
have made for an increasing degree of labour mobility but the 
majority of pension plans are still designed to meet the needs of 
a person who works most of his or her lifetime for the same 
employer and in a full-time capacity. 


The gap between promise and performance in the typical 
pension plan is aggravated by inflation, which erodes’) and 
ultimately destroys the value of any fixed benefit such as a 
vested pension. But before seeking remedies for that problem, it 
is necessary that there be a vested benefit and that its amount 
should represent a fair return to the employee for his or her 
years aS a member of the plan. Further, it is deSirable that 
workers who move from job to job and accrue pension benefits under 
a number of plans be given the greatest possible discretion in the 
management of their pension credits, provided that the funds are 
preserved to provide retirement income. 


Vesting under the Pension Benefits Act, as you know, must 
occur once the plan member has attained age 45 and completed 10 
years of continuous service or plan membership. At the same time, 
any employee contributions are locked in as part of the cost of 
the deferred benefit, subject to the rights of the terminating 
employee--if the plan so provides--to withdraw in cash as much as 
25 per cent of the commuted value of the benefit. Plans are 
permitted to make provision for a transfer of employee's pension 
benefit credits to another employer's pension plan or a registered 
retirement savings plan, subject in either case to the locking-in 
requirements of the Act; but few plans include such a provision. 


ie. Peterson: What you are saying is mandatory 
portability. Is that what you are Saying? 


Mower riestners lL beg your pardon? 


Mr. Peterson: Are you saying legislate portability in 
all cases? Is thatewhat that means? 


Mr. Priestner: We are coming to that. This is background. 
Mr. Peterson: That sentence means that. 


MrérePpriestner: It Suggests that there ought to be more 
portability, yes? 


The provisions we have described above are essentially 
unchanged! from® those -ioriginally enacted. It seems clear from 
published statements by various interest groups, as well as from 
the report of the royal commission, that the existing standard can 
no longer be regarded as adequate. It is the consensus within the 
pension commission, therefore, that the following specific 
recommendations of the royal commission should be accepted in 
principle, subject to certain provisos as noted: 


Vesting should be required when a terminating employee has 
completed five years of continuous service or plan membership, 
regardless of age. 
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Employee contributions should be required to be locked-in 
Simultaneously with vesting, interest to;- be credited and 
compounded annually at not less than one per cent below. the 
Canadian chartered banks' non-cheguing savings rate. In the case 
of a vested defined benefit, the cost should be allocated so that 
the employer's cost is deemed to be at least 50 per cent, with the 
terminating employee entitled to a refund of excess contributions. 


Mr. Peterson: In cash? 
Mr. Priestner: Yes. 


Transfer rights: A terminating employee should have the 
right to transfer 50 per cent of the value of the deferred life 
annuity to another pension plan or retirement savings plan on a 
locked-in basis in either case. A Similar transfer right for the 
plan sponsor might be considered. 


The royal commission, I believe, was silent on that. 


Mrisa Brandt’ .Couldstyour rellaborates) one thatyunlast. sentence 
where ont ereads) “Ascsimilar transfenmyright; for .~thes plan, psponsor 
might be considered." Exactly what is your intent in that? 


Mr. Priestner: s(bE @ohepel sis Cmetuals agreenent,~aif s-l am 
leaving my company and both myself and the employer have 
contributed towards my benefit and there is a vested entitlement, 
then not only should I have the right to move my half to the new 
employer or to a registered retirement savings plan, but so also 
Shoula”'the employer have™ that ™right? with™ his halt*"so” that "the 
benefit can be kept together in total rather that be in two 
places, and so that the employer is free of the continuing 
obligation of tracking. 


Os SU Se Tks 
Mr. Brandt: In effect, they would be moved in tandem is 
what you are saying. The two of them would be coupled or combined 


and would be moved with the employer's agreement. 


Mr.» Privestner?s othe only .,thing, -Iswould~ (change -iseS"could"™ 
instead of "would." 


Mr. Gillies: Where their plans are compatible. 

Mr. Priestner: Yes, and where the plans permit. 

Mr .. [Brandt :|sineiefiect,e/the aiadvantage +zo,.the.-emplLovertais 
that he, upon making this transfer, would then be in a position 
where he no longer has an obligation or any liability with respect 
to that specific employee. 

Mr. Priestner:i@orreecte: 

Mr...4 Brandti«nThat: employeesosisi i twiped off ~theyi books “for 
purposeswol Yany 2wurthersetracking -ncas 1 vow ushavesy put Aaeu: Gece 


administrative costs and so forth. 


Mr. Priestners: Yes. 
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Mr. Peterson: Why only ‘transfer, 50). per cent» of a.wvested 
benefit? Why not 100 per cent? 


Mr. Priestner: We are talking about defined benefit 
plans here. The premise is that in the defined benefit plan, we 
would be obligating the employer to pay at least 50 per cent of 
the value of the cost of that; presumably the other 50 per cent is 
attributable to the employee. If what he has actually contributed 
witch Wrievestnaslimores thannthatyither.can get a refund of the 
excess. Then he has the right to move his 50 per cent somewhere 
else. Min thatsetcase heatwouldnostrils (have #100 ‘per cent? of tthe 
benefit. One would be coming from where he moved it to, the other 
from the former employer's plan. 


Mos Peterson: MinNatitisiswhatiah thoughtkingunderstood’ But 
why not let him have the option of transferring 100 per cent of 
that vesting? 


Mr. Priestner: That is what we are recommending. 
Mr. Peterson: I am just looking at that line. 


Mr. Priestner: That is in terms of the pension 
commission's view. The royal commission dealt only with the 
employee's right to his half of the benefit. We are expanding 
that. We are suggesting that we ought to look at making it go 
beyond that so the thing can be kept as a whole. 


As to who has the right to trigger it, we have not gone into 
the detail to reach a consensus on that. Whether it should be the 
employee who can cause the trigger or whether the employer should 
have some say or whether there should be some mutual agreement, we 
have not gone into- that. IS that fair, Gordon? 


Mis PM bene Yes.e ~ES thinko*one {Vetter ispomnt emight.s be 
mentioned here. The brief makes it clear, but perhaps it could be 
made clearer. We are talking about a very basic change from the 
HEOVisiion Hnieithe:s presentearegqulabions:s In Cnegulationtii6) the 
transfer right: vs sactually. given: to ‘the: planosponsor ‘to put sucha 
erovistonvein “nas Mplamrorburtsree tthe Stranster Sprovisionflibis ) mot 
written into the plan--and, of course, this is the case in most 
plans--the present law does not give the employee a right to ask 
for the transfer. 


The main change here is that this right would be guaranteed 
under the act or the regulation. The right would be given to the 
individual employee whether the plan provided it or not. 


Mr. Peterson: I think I understand everything you are 
SayingsiWhatink doatnotesunderstand .qgisitthisa line sl "A eterminating 
employee should have the right to transfer 50 per cent of the 
value of a deferred life annuity to another pension plan." I don't 
see why he does not have the right to transfer 100 per cent. 


Mr. ‘Mulbingsa Thisti re forse backistosthes prev iouse paragraph : 
The change that is recommended here is that the vested benefit 
Should be deemed to have been paid for at least 50 per cent by the 
employee. 
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Mr. Peterson: I understand that. 


Mr. Milling: So the remaining 50-per cent would then be 
deemed to have a special characteristic. It then belongs entirely 
to the employee. Therefore, the employee should be given the right 
to ask that the value of that benefit be transferred to another 
plan or to some other locked-in vehicle. This is where the 50 per 
cent comes from. 


Mr. Peterson: I understand that too. 


Mrwt PriestnermsyoAren youwnsayang ryomoedosdnet gunderstandzeway 
we did not recommend making it compulsory that the employee have 
the right to move the whole thing? 


Mr. (Pete nsans< VINOtincompul sony, = but eater Leas tashaven ttive 
Option of moving 100 per cent of the benefit. That is my question. 
I don't understand why not. 


Mrs sMilling: On ‘thats Specific point, Ta Chink it wou)cmpe 
fair ‘to sayrthat chess pcos f£ook9theti'same Iviewstassither royal 
commission, that if the employee had a right to transfer 100 per 
cent) of “thetc value" this? could! create Isomentsennousticash fiow 
problems for the plans because it would conceivably mean that each 
time an employee left employment, was leaving that plan, the cash 
would have to be made available for such a transfer. If there were 
arntharge enumber: dofreterminataonss ij indrascjshor tye bume ,»anthus eneould 
threaten the solvency of a particular plan. We are also concerned 
with solvency. 


MreevPraestner: 2 iligalsoncthink) )thatasd fimyourmsconception twas 
that all plans are at any one time fully funded and that the 
emp]oyer has paid in his full share, then your concept would work 
guite nicely. If it wasn't fully funded and you took 100 per cent 
of that particular employee's money and moved it somewhere else, 
you are impairing the rights of the remaining members and you get 
into a fairly complex issue there. 


MYyi. Peterson: You are addressing my concern; I 
understand what you are saying. The other side of that, of course, 
is that you are fragmenting the system and you are forcing the guy 
to have two or three or four plans and complicating a lot, so the 
old employer has still got to carry that guy on his books for half 
Of hisiiLite. 


Mr. Priestner: He could leave it; that would be a right. 

Mr. Peterson: He could leave it, so the old employer is 
obliged to carry it on his books, track him down 30 years from now 
and find his widow or something. 


Mr. Priestner: It is a very complex matter. 


Mr. Peterson: It 1S Not a neat “solution. to Sthe = procien. 
Is there a neat solution to the problem I have posed? 


‘Mr. Priestner :seNot J) thataih! knowssof syeshere bigsenotd aineat 
solution. In a fully funded situation, there is a neat solution. 
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Mr. Peterson: What about a transfer? The employee option 
to transfer 100 per cent of the vested benefit to the new plan, to 
buy his way into the new plan and allow the old employer some time 
to pay up to the new guy. In other words, if he is not funded and 
me 1S “Goings too take’ hind ~ort-F2-years= to’ fund hats: <own="—the? old 
employer iS going to take some time to fund his plan--allow him 
some arrangement with the new employer where he-- 


Mr. Brown: That iS not neat either. 


pr. Priestner: s That "VWs enot*’ neat eat! -all.o That’ “is "1l0°vears 
of administration on behalf of a former employee, and that is a 
Poriot Lracking , 


Mr, sPecersol: But srtewis**as Lot or@=stracking*to “Eindg a *quy 
ALLeLr SO0eVeats* toot and- they) torget. ‘they ve tqot* this Pittle pot oLr 
money Sitting somewhere. 


Mr. Priestner: I appreciate that what we are 
Pecomendind Nereus Note & total solution, “but 2 “think? tit is a 
fairly large step forward from where we are today. 


Meroe Peterson: -If”> I™had the ‘answers,;I “would tell -you. At 
roles DOM, | thas  mignt Call” into” need “the “centrally” pension 
agency--well, that is not going to solve the problem either, is it? 


Mr. McClellan: Ties Lredlecy is there LS)“ "110.- "perrect 
solution. 


MEewPiilestnere, Leculnk cnact ts cCkxactly rignue. 


MotRretecsonpeiWwerwull, Cindttit. owe farev gust digging rox 
Lue 


Mian mackenzles) Thiss is trying to ‘correct ~the “portability 
guestion with the private plans. 


Mra, Priesther: At. least this puts 4. Corridor around “the 
employee's share and it gives him freedom to deal with that, and 
then it opens the door for consideration of the other half. 


Mrs. WcClel Lanz" 7 Mfagree /"that= "it's 1s) possibley to™evasthy. 
improve the situation, but I still wonder how much of a gap there 
is going to be or how many problems are going to remain and how 
serious those problems are. I am not sure that we have any sense 
Of sthat yet. 


Mee ions Oe Pall -OL@sthe probvem--and =Chi sy ’haseebeenr 
mentioned--is the problem of tracking, and we are just about to 
reach the point that deals with a central transfer agency, which 
Might perhaps offer a solution to the problem of tracking. That 
wouldn't mean there wouldn't be any problems, but there at least 
there would be a re ord-keeping function in one central place. 


Mr. Peterson: Since we are discussing each point as we 
GO alongs anu loathe: #wee-are Goring * to" "get -rnto” great derail) on 
each one because these are very authoritative gentlemen, this one 
troubles me; it really does. I don't have a better idea than you 
nave? got- “at Mali) = but: the solution’ of making’ \rectprocal: deals; 
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forcing. che,temployer ,teewaynupwtoy the new guy.,.. .1S..n0u ad) good 
solution: Injnyour” opinionsa.d thas. more wcomplicated than waving wo 
or), three, diferent, plans. ,Doesngt. it-bother you, in. .terms, :Of 
philosophy that an employee with a varied work career could have 
three, or. four, orn faver ote Sixudiffierent. plansvs. That, 1S ,Che fralroue 
from these kinds of suggestions. 


10:40 a.m. 


iUSan Priestner: it's not a fallout from these 
suggestions? Titi ise a jsi.tuation .that..exists. today, This. would help 
to stage to.solve .that.problem,sbtt it S.motua tote brecrurcron- 


Mr. Peterson: You are suggesting complete flexibility. 
lEehe coutd ,transhern..that 507 perajcent sto Ga RRSR, how much 
flexibility would you give him on the transfer rights on tha*+? He 
could go to his new employer, RRSP, central pension agency-- 


Mr. Priestner: Retain it with the present employer. 
Mr. Peterson: Any One oh, those, foun o1 five. Optlonis. 


Mr. $Priestner: wRighteweAS «LONG. .aS= lite wWas..lOcked .aLt -u.as 
long as he couldn't get his hands on tne cash. 


Mr. Peterson: How do you see that working? Let's suppose 
a guy who has worked for eight years under this kind of plan is 
going to leave when he has got four, five or Six options. Do you 
see the competitive market force as coming in and the new employer 
Saying, "Here is what we will give you," and Montreal Trust will 
say, "Here is what we will give you," and the central pension 
agency will say, "Here is what we will give you."? Everybody is 
competing, and that guy looks at his benefit and says, "Okay, here 
is the best deal." 


Mr. Priestner: We have that today in the additional 
voluntary Side that many plans provide. In our company I Know we 
have a typical additional voluntary plan. We put a corridor around 
that money and treat it a little differently than we do the other 
benefits. 


When that employee leaves we say, "Look, here are some 
choices... You.can,. leave it here." Or if he retireswe_say, "Our 
bates. .aré.such-and-such, and .if you. don't “Like those there “are 
other places." And we give him some guidance and counsel as to 
where he might go to investigate. I don't think it's ever the 
responsibility of the employer to say, "Go to Canada Permanent and 
not« to. WRoval.” 2. Bot. ats~least. VOU Gan .~DrOvIde sSome. opr act iam 
guidance as to what the options are, to make sure he understands 
those options and give him a reasonable amount of time to make the 
choice. 


Mr. Peterson: Let me ask you something. In a 
sophisticated company like Westinghouse do you have--this is a 
pretty esoteric subject for 99 per cent of the people who were 
involved--sophisticated counselling in that area? When an employee 
leaves you--I just use you as an example, or another large 
company--would you sit down with the employee and say, "Look, here 
is what you have; here is what you are entitled to"? Most people 
who look at those little forms even don't understand them. 
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Mr. Priestner: revs just Starting to happen. 
Prepevrreneneicounseiaang@ ais Sea bigvithingS today.vity has: sgote :td 
start five years ahead of retirement. 


Mr. Peterson: This is pretermination retirement. You 
Iight have fired the guy. 


Mr. Priestner: Yes. 


Mrvs Petersony SO? youvsitw down? in avliniceslofrrendlyo chat 
era say.,-"1° dn Ssorryetotigpersyou,, Jack,” but ther etedré » your cor 
options." 


Mr. Priestner: Yes, that happens. 


Mr. Peterson: It iS your view that we have a sufficient 
level of knowledge--and disclosure is a different problem, but it 
relates to this--and understanding that employees can make those 
intelligent choices as referred to in your proposal? 


Mey Feriescnier ss ,oueMput othe sword shit icrentloslnaceal evam 
MOU ssure that Twill accept the word “suftficients" meisawetnat situs 
there and it's starting and the quality will vary. 


Mie Peterson: Sor Vyouttare tas overy sophisticated company. 
There are a lot of companies that just don't have the resources 
you have to do these kind of things. 


Bob, you had a perspective on this that I don't have. 


Mrs Mackenzie.* ‘Well, "I~ think’ Mr’ “Priestner “is**right that 
2ECSsstartaung* to happen; but ‘the tendency “is for it~ to’happen’ “in 
the larger companies and not in the smaller ones; they're a little 
Slower off the mark. 


Mr. Chairman; Anyway, Mr. Priestner, it seems to be a 
Seep -forward. to me.v"Tnat 1S> my~ observation. It makes’ a’ =lot *of 
sense. 


Mes reverson.* [teeseemns ~tCo me, “Mr <“=Charrman, @ an’ *deal yng 
with this delegation we really have got some nitty-gritty 
questions to deal with. We are not dealing in the broad conceptual 
stuff today; we are dealing with the real guts of this thing. 


ge Chairman: I appreciate the subject matter, Mr. 
PeLelsons 


Mr. Peterson: I am terribly interested in a detailed 
analysis of their thoughts on a number of these issues. I hope you 
oon?’ €*mina ; 


Mr. Chairman: I appreciate it and I understand what Mr. 
Priestner wWs**saying ~hereerrmy ~observatiomGrs tthat Lt. could ibe ia 
step forward. 


Mi Peterson rhe “shifall- a step. forward. 
Mre"*Chairmans* P< Significant step“ forwards. (But sthat'st emy 


view, and I'm sure the committee will get an opportunity later to 
toss around these suggestions. 


14 


Mro .GiLitesupirgacGhairman;zo latwonder , wiiyscispMi Gite sakgotin. 
Priestnerieal questiomiclmrarrivange iat ehhedifivesyeamariqure, morn wat 
least endorsing the five-year figure on vesting, is that based on 
any costing analysis from the commission? It sounds like a 
reasonable figure, but what) ITsam trying to get,.at is why five 
years aS opposed to three or seven or whatever? 


Mr. Priestner: There waS no computer program that said 
five was the optimum number. Secondly, I guess the theoretical 
view of the commission is that we ought to get it as low as is 
reasonable; ten was too long, for example, and one or two was too 
shoare rbo¢be cpractical. 


Mr. McClellan: yvCan syouj;sexphadnethatfapwekehadaMercer Cyin 
front of us yesterday saying that we could live with two. 


Mr wo Prrestner<.) Limecan hty nexplaine bp hows MErcer Inanraved «vat 
eat. 


Mere MCcClSellan:) No, andibedon't expect "Vou (to. shut mao mar 
have some concerns about two-year vesting, and if you do could you 
share those with us? 


Mr. Mackenzie: I don't think Mercer were the only ones, 
though they were the most definitive ones. We have had others 
Saying, "Hey, we need not have necessarily five." There have been 
a Surprising number who have been before us who have indicated 
that they wouldn't be shocked at even something less than five. 


Mr. Gillies: This is why I raise it because I would hope 
this 1S one area where we might come to a consensus for the 
interim report. 

Moet Browns" I dont tnink this’ 01S “ar Matter ™ Ors sorenict ee 
In other words, we are not saying that five is right and only five 
1s right. One..of the concerns of the commission from its, anception 
has been to promote better vesting. In theory we would like to see 
it, aS Ted Priestner has said, as low as iS practically possible. 
There are two practical considerations. One is the cost burden 
that you are talking about. We have got some numbers later in our 
Submission that I have taken from the royal commission research as 
to ,thescosts etiecheiornevantouse types vot planshet, cooing, Geom Jase 
and 10 rule to a five-year rule. AS you will see, there is guite a 
bit of variation from one plan to another. 


What doesn't show up in the royal commission report, but 
what we have some sense of, is that the cost of going to an even 
shorter period gets into larger amounts of money. I don't know 
thateacthe p.costieck1lterions.] Sather most, .sionificanrtrionetarat more 
practical problem is that when you start getting down to, say, two 
years--talk about little bits and pieces--you are really starting 
to talk now about very small fragments of benefits just in terms 
of practically being able to handle them and it being something 
that 1S worthwhile for the employee to have. I think the consensus 
of the commission was that a five-year rule would be a big step 
forward from where we are now, and it seems practical in terms of 
the size of benefits that will develop for an employee and the 
cost that an employer could accept. 
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Min Wracestmer?s Therediare alrcouple * of >Other’ points .atso. 
When we get into other sections dealing with inflation and how to 
cope with that in the case of vested benefits, the administrative 
practicalities come tmtomphlay - hin lother,'words, » Keeping track. of-.a 
Potbor tlitirle bitsnandeplecesatiietheyvare going towbe, upgraded. 
Secondly, it's an easy rule to change. Five iS easier to change to 
four; five is a giant step from where we are. To a large extent we 
are dealing in what we think it iS possible to implement with 
reasonable dispatch. 


Mr. ‘Peterson: ISasthere any »phase-in period on that in 
your judgement? Is that automatically for five, or would you give 
them three years? 


Mr. Priestner: I always believe in a warning. We are not 
in favour of a graduated approach taking 10 down to five, but some 
reasonable warning period of funding. 


Mr. Peterson: Would you do it retroactively? 
Mr. Priestner: Yes. 


Mr. Brown: To the date o¢ the legislation. The 
legislation now specifies vesting requirements for scertain 
benefits that occurred after the legislation was originally 
enacted in 1965. To the extent that we have discussed this within 
the pension commission, I think the thinking is that the five-year 
mibeetwould wsimply: Peplacesythe: | 45.eandwol0s oruleiemorh those; same 
benefits. 


Mr. Priestner: The active employee now who has 
accumulated five years of service and guits tomorrow would get it 
as soon as the law came into force. The guy who had already gone 
Out and is somewhere else would not. 


Mr. McClellan: How much warning, in how much time would 
the industry be required to make the adjustment--the minimum 
period of time? 


Mr.» Priestner: If you can give me a date when the 
legislation will be enacted-- 


Mr. IiMc@lekvVan :OnPe!’ willl Dibée® passedts byl "Decemberi “oft ithis 
year. 


Mi. Ofer iesthner® tiecenberetofroythis cyedanawmr siwoulder sayouin 
wanuansy not *Ghe a subsequentsryear.aaNnotel aotday *dawayebut . ia) year 
away--something like that. 


MES AG ReCerson: 1 GEOG you Wocana® teqaagiusew.ifyewelseareyw taken 
Seriously, then we can tell you when the legislation is going to 
be coming along. 


Mr. Brandt: I can understand why you propose five as the 
number rather than 10 or whatever, but could you perhaps elaborate 
On why you would drop the age qualification? In the Saskatchewan 
legislation, as an example, they have come up with a combination 
ofnethe: awo.tiimeour toreviousscbegislatroniowe! shad ‘theacl@d and 45 
requirement. Is there a particular reason why age is not a factor 
in your view? 
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Mr. Priestner: I guess we view the employee during his 
working lifetime, or most of it, as accumulating his pension for 
the future. That should be regardless of age. 


Mr. Brandt? ‘So «you ?¥eallyw do %1 moter thinkipthatr: aged sauce 
factor 'that“showld “pe rtakenintoxe accountarwin eeconing Biesiaenes 
number? 


Mr. Priestner: NO, that is the consensus of the 
commission. 





Mr. [Brown:9'To cme, ytthe 68present* law, Viwith? 1estedoubile 
barrel requirement, has always been a serious weakness in the 
rule. You can have 20 years of service and still not be age 45 and 
not come under the protection of the present requirements of the 
law. The Saskatchewan approach does get around that by speaking in 

erms of the total of age and service adding to the number, but 
hat seems to me to be (inaudible). I think the Simple service 
rule is one that everybody will understand. 


Mr. Brandt: One of the reasons I raised the question is 
une6light of thei tdirection takeneiby ‘Saskatchewanwinl think Beehat 
there iS an underlying concern and, as well, an underlying 
interest in developing some element of uniformity in pensions 
throughout the country. If you have one province moving towards a 
combination number as a philosophical approach to correcting the 
ineguities in existing legislation, then perhaps we should at 
least ‘lookUVat ‘that GCombination® as a possibilitey.esP am not-*saying 
that Saskatchewan cis*might. oll) raised: ythisisequestion = with ME 
Bentley earlier. He has given us his views on it. In fact, it was 
one of the first questions that he answered directly to this 
particular committee after ‘great. harassment; ‘on, the wpart'-of,.some 
members of the committee. 


Mr. Bentley: Three hours of harassment. 

Mr. Priestner: How long did it take you to get an answer? 
Mr. Brandt: An unconscionable length of time. 

Mr. Peterson: We are all on to you now. 

Mr.. Brandt: But I appreciate your response. 


Mr. ‘Chairman:» We are) snot. sdiscussing the clarity of .-the 
answer either. 

MraisBentley? i styoumasked? meisnow.eb9 could: ibeyec chicken and a 
weasel all at the same time. 


Mr. Gillies: Mr. Peterson was also pursuing this 
question on the transfer right. What you saying is that as a 
minimum position the employee should be able to transfer roughly 
50 per cent of ‘the benefit, or °within Fedson his “portion “ofthe 
benefit. 


Mr. Priestner: Yes. 
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Mr. Gillies: I can fully appreciate what you were saying 
penternse. OL’ takingslO00iiper@scent wasethat hida department. ;ins a 
plant were to close and 25 or 30 employees were suddenly 
withdrawing 100 per cent of the benefit it could jeopardize the 
Viability of the entire plan. This may be horrendously complex, 
but do you feel there might be a compromise position between the 
two whereby the employee could take with him a portion of the 
employer benefit but not to the extent that it jeopardizes the 
integrity of the plan? Do you think that would be workable? 


Mire Piles tner fi linioulwdid i thateyou swouldw beb;goindiato sy Mrs 
Peterson's concept of the former employer continuing over a period 
of time, maybe as long as 15 years, paying up the difference. I 
think that is where the complexity of the thing comes in. It would 
be two companies actuaries arguing over whether you are sending me 
enough or too much kinda of thing over a period of 15 years on 
behalf of somebody who is no longer making widgets for the first 
employer. I think that is a little too complex for what we are 
ready for today. 


Mr. Gillies: You speak of two company actuaries arguing 
it. Do you not particularly see a role for government perhaps in 
mediating such disputes, say, your commission or this new agency 
that we are talking about, or whatever? 


Mr. Priestner: . The central pension agency - introduces 
another option into the thing. My view would be, as a practical 
matter, to go with something like we recommended with respect to 
the employee rights to study further whether there is a practical 
solution to the second part, the employer portion, and to work 
towards that as a matter of principle. I am not prepared, and I do 
not think the pension commission iS prepared, to say there is a 
nice little solution in the briefcase and all you have to do it 
implement it. 


Mr. Gillies: But we should leave the door open on _ such 
possibilities. 


Ritts Priestner: Yes, but make the statement that the 
concept and the right shoulda be there and the subject ought to be 
studied. 


Mr, Peterson: On. Mr. .Glliiles' point here, +*justi -toy irsue 
this, is there some kind of a compromise? Let us say it was 
Unitunded. Hechas. to Ubring~it "up? to- hall +-tunding,“or sthe .employer 
may even opt to take out the employer's contribution even though 
it 61S not,..totally ftunded t's bdepending-vons+ the. vtddllanm 4vanounts 
involved, he may be going into a better plan, or something like 
that. I would like to see some option at least where he can get 
his hooks on the employer contribution under some circumstances. 


Mr. Mackenzie: Trigger the experience efficiency factor, 
Or something, if a large number of people (inaudible) 


Mr. Brown: I would like to add something here. It seems 
to me that if we went even as far as the 50 per cent proposal that 
we are Suggesting here, there would be a lot more transferring of 
benefit entitlements taking place than is now taking place. 
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{1 think “that “you %sifouldi¢vecognize ithat! thesemployerp as a 
practical "matter, shas. aeaqreatw internestacinogethings rid” ofysthie 
problem, if he possibly can. He may very well say, aS you just 
did, "I will put up the money to see this problem dealt with." He 
will hand it over to somebody else. Neither the employer nor the 
employee really want to retain any connection with each other 
after they have split. (That. \usethe typicalosituation. 


I think the practical result, when a 50 per cent transfer is 
being made available anyway, is that there will be, just in the 
nature of things without necessarily writing it into the law that 
it Nas; tos be? this! (way? > arslotqof swracticalb pressugeo-on; 'atiszeahe 
parties to go to 100 per cent transfer if they can find any way of 
doing it without messing up in some other area. 


Mr. Priestner: I agree with that. Gordon mentioned the 
cash flow problem. As an employer and a company sponsor of a fund, 
I think that can be solved. You can always tailor your investments 
to an expected experience. That is probably the easiest of the 
problems to solve. I would love, as an employer, to get rid of it-- 


Me? Peterson: Leave rt alone. you will solve the 
problem-- 


My. Priestners. --toesthrow the, recordss) awayssaendassay , tact 
am now worried about today's business not yesterday's business." 


But I can see all of these other practical problems and I 
can see, as the employer sponsor for those five or six years of 
service, that Ihave» an,.obligation with respect to. that,..and, I 
really do not know how to satisfy it. 


Mr. Gillies: By the same token, I can appreciate what 
you were saying if you had a small company of 100 employees and 
suddenly a department closed and 25 of them were gone. We do not 
want to bring in new regulations that would jeopardize the pension 
benefits of the whole 100 employees. 


MriupyPuibestner: 5pwlhatenguS: lane, wuniablr ¢+rimpaingmentiuwot> the 
employees who stayed. 


Mr. Gillies: That is why I am wondering if there is some 
intermediary position. 


Mr. Mackenzie: Also because of those five or Six 
changes, or whatever the number, in a lifetime, you are going to 
end up with an awful lot of split accounts. 


Mr. Priestner: The vesting proposal is going to 
acceleratesthat,;,. quite apart from where,.1tails »now., It 3aS—going .to 
be a big léarnings process, for everybody. It is going to be thrust 
on them. 


Mr.» .GILLIeSs,.It.. think.» itwealiso,. becames.-. more +-and , more 
apparent that this new central agency iS going to have a great 
number of very complicated problems on its hands. We may, in a 
sense, be creating a major agency of the government. 


AIL ~~. , 
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Mimserebrernsonc) Ttealis wastcheapy source: sof funds: What are 


you worried about? 
Mr. Gillies: I am not worried. 
Mr. Priestner: We do not recommend that. 


Mos mete rsoncsdwl csknow athatvn be amejust. Waking fun or, my. 
Tor Yolerendsi-heres 


Interjection: They need a new hospital in Brampton. 


Mr. Priestner: Having so many friends in the investment 
business, I would like to go to the next recommendation, which 
deals with the central pension agency. 


MoCMeEranc bsiaDavrayrecouldifwerfhear Wyour:;Aposition yon. that 
cheap source of funds some time? I have never really had an 
Opportunity to hear you speak to that issue. 


Mr. Chairman: He has not been unequivocal. 

MeLnib mandi Sewies am glad that this monster that 1s being 
proposed that be created here, that Phil was talking about, is 
just about in time for Welles's retirement so that the two might 
be contiguous in some way. 


Meotbent tevin Meiwaliirecieel for ssunes 


Mr. Peterson: Wait until we raise the age of retirement. 


DO not worry about that. 


Mr. Gillies: You are referring to the Bentley Pensions 
Institute. 


Mr “Bentley swath othe s price. Ofna .gGaSseGO01lhgG. Up, ~how..the 
hell can I afford to retire? 


Mboasm. 


Mr. Priestner: Are you exempt from the ad valorem tax? 


Mrt Brandt: The Liberals' ad valorem waS real good 
Vesterdaywedoyyou wan ctontalk! abouti&that? 


Mr. Peterson: It iS a victory for Canada. 


Mins Brandt: @As ctheSarrow@esiides® through your. body ,e4t1aLs 
arvnctoryeloreCanada ; 


Mr. Priestner: It waS indeed yesterday a victory for 
Canada. It waS nine to zero, I believe. 


The central transfer agency, aS we understood the royal 
commission's recommendation, was that if there is a PURS-type 
plan, there ought to be a central pension agefcy toyerecordy and 
Keep Bcrackwo fithingsswandsifh iemissthere,) boiomight» as,,well: go 
further and represent an alternative pension investment deal. We 
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are recommending that an agency, along the lines proposed in the 
royal commission, be established primarily for the purpose ~of 
recording the vested pension credits of terminating employees and 
facilitating the transfers we have been talking about, but also as 
an alternative investment vehicle with or without a PURS. 


Mr. Peterson: Why is it necessay to record everybody's 
name on some glant computer at Queen's Park? Why is that necessary 
aS opposed to just legislating portability and let Westinghouse go 
CO Firestone. and that os Lue 


Mr. .Priestner: But .when. you go “from. Westinghouse caro 
Joe's Doughnut Shop, and you spend five years there. and go 
somewhere else and then Joe's Doughnut Shop disappears, I think 
there is a need and there is a function to perform. 


Mr. Peterson: You would force every single employee in 
the province under that computer. 


Mr. Priestner: With respect to the recording of 


accumulation of benefits,’ f “think?that’ Poe cthe position; not with 
respect to whether they use that as the investment vehicle. 


Mr. Peterson: I understand what you are saying, but I 
want to pursue this question because it iS a giant one. It is a 
hell. -of-ca-—7big-~ job... There. are. going. aetomebetl dispugesciquana 
disagreements, I assume. You are going to cast the pension 
commission, or whatever it is, almost into a sort of ombudsman 
role. Some guy phones up and says, "Hey, where is my pension?" and 
they’ say) "Gee, “Iedon*t know". They hit “the. buttontJand .there, 1e 
is, Joe's Doughnut Shop, which went out of business in 1961. Is 
there any way we can solve the same problem without this central 
agency? 


Mr.» Milling:.tfhej-best sthing «we ecoulderdo gperhaps gis nico 
refer ‘you sto the ‘royadercommissionwreport ff sthinks 47o0 swiPindgine 
this mentioned in volume II. I don't have it with me. 


Mr. Peterson: We have looked at that. ion want. your 
Opinion. 


Mr. Milling: One, factor y»thatwehas cor beg kept tinrenind bere 
in talking about a transfer agency is that it is not offered 
purely as a solution to some problem of plans and supervisory 
agencies and so on. The fact is, and representations were made to 
the royal commission to this general effect, that people are 
having great difficulty even now with the rather high vesting 
requirements. 


They -rare-—~having ,.trouble .{€ keeping, , track. of sitheire, vested 
pension credits, not necessarily because they are careless about 
throwing out the little information slips they get, but because by 
the time they are actually ready to retire at age 65, let's Say, 
25 or 30 years from now, the companies from whom they got those 
information slips may not be in business or they may be in 
business, but the ‘name of the business may have changed five times 
in the meantime. The companies may have gone out of business and 
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the money to back up these vested credits has been transferred to 
a life insurance company to buy deferred annuities, for instance. 
PUSvLimemany  srcasesy ethene’ asionowepractical. way of: ‘getting ‘this 
information on a continuing basis into the hanas of the people who 
have these vested pension credits. 


Mr..Peterson: Why not? 


Mr. Milling: That was the question asked by the royal 
commission, "Why not?" One of the suggestions was that perhaps 
there should be some central recording agency to keep track of the 
vested pension credits, and when a person reached retirement or 
waS approaching retirement, he could go to one place to find out 
how to claim his vested pensions. 


There are a lot of guestions, Mr. Peterson; there are a lot 
of very interesting technical backwaters here. It would certainly 
take a lot of work to build up a feasible system. 


Mie. Peterson? Tsegustyi want. eto discuss calivethese things 
With you and get your opinions on them. I mostly understand what 
the royal commission is saying but I obviously do not agree on 
every point with them. 


What about, for example, an annual, semi-annual or even 
quarterly obligation by the employer to mail? Put the obligation 
On the employer and say he must mail a little slip once every 
three months, six months, a year, or whatever, to each person who 
has a benefit under that plan, telling them what their benefit is, 
where they are on a little form, saying, "You guys are now 63, but 
in two years you are going to be entitled to so much, and in order 
Lorpciauncethat,stherejtis what youawille haves to ‘dow! you’ can, print 
thateon, accomputern: that 1s easy to-do. 


Mr. Priestner: That is an alternative approach. ims 
imposes a burden on the employer. 


Mr. Peterson: We are imposing a hell of a lot of burdens 
on employers, looking at this thing. We are changing the world 
with this system. Is that such a big deal? 


Meese Mag dind: eaves, ait, probably..;iSe-at least, Lira su 
listen to what some of the plan sponsors have said over the years. 
They have asked the pension commission, as a matter of fact, if 
they could not be relieved of the obligation to keep track of all 
these little vested pension benefits. 


For larger employers certainly it can be a very formidable 
problem because the number of claimants, the number of people with 
rights, increases on a cumulative basis year after year, and 
people move and are hard to trace. Has the employer fulfilled his 
Obligation by simply trying to get in touch with individuals? 


Mr. Peterson: The point is you are now going to have two 
agencies. The employer and the central agency are going to have to 
record the same information, right? So you have a duplication of 
records and, presumably, in most cases they will jibe. But they 
might not; you will get different things, different people running 
different machines and all that kind of stuff. There are going to 
be screwups and disagreements. 


Ze 


you have “tO - ask #yoursél ff ?-whether Ti bevismproduc tive ato 
duplicate that same information--at least, I think you will have 
to. I do not want to create a monstrosity ‘that is not absolutely 
necessary. 


Mr. Cousens: AS a supplementary, how central is this 
transfer agency going to be? Would it be something just for the 
province, or would it be something for the whole federation of 
provinces, aS we now know it? 


Mr. Priestner: The province is the recommendation. 
Mr. Cousens: All the provinces? 


Mra OPriestnerserA il provincial@magencys emt. is hoped = thar 
through co-operation with CAPSA and others, there would be a 
Similar agency set up in other provinces. 


Mr. Cousens: Utilizing a common format? 


Mr. Priestner: Yes. It would have to be that way so that 
there would be an exchange of information. 


Mr. ppeterson: ‘Letiitus fassumer thats eyoust haves yargser res ) oF 
regulations where the employers' responsibilities are semi-annual 
Mailing, best efforts--whatever that means--to find the guy. 
Surely we can reasonably expect some responsibility of the 
beneficiary at “least\to keep in contact?) He*has”acbittle~srip that 
he keeps in his drawer that he has a vested benefit and he knows 
he “issentrtled’to-itein® antew tyvears./#it “tells; Himyitene moves sto 
send a note. 


If the chap disappears” and” goes out“ tor Abbe rta’ to worl in 
the oilfields, that is tough bananas. You have to apply for old 
age pension. It does not just automatically come. You have to do a 
lot of things in society because you fight for your rights. 


Mr. Priestner: Just “put “yourself” in the=Sishoes=sor the 
widow. She may or may not be dealing with a lawyer on the death of 
that employee. He may or may not have kept that little ‘slip of 
paper he got from Joe's Doughnut Shop, saying he has’ some 
entitlement: r°But,; that Wbawyer-“has ‘got tro*ebe kahriroht: Jjenoucgmerzo 
recreate the guy's total past and ask a whole bunch of people a 
lot of questions. 


I think it would be simpler in that situation for him to be 
abliews COpr got to+=f Bellieveeime, thyaminet tan favour moigta Vrorcitet 
government, but I think this is one area where there can be a role 
played. 


Mrse) Mackenzie: ~ Bye :the™ times’she toot tihished? Ywithanthe 
lawyer, he would have all the money. 


La SLO a 0. 


Mr. “sPrtestner:)" Youw made. “the ¢f?analogy}/ “6672 thesamold Plage 
pension, Mr. Peterson. I think that everybody from bank managers 
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to lawyers, whoever iS advising people, knows that there is that 
Situationyrand «knows bow. to make, ‘application .for, it. .That .is. not 
generally the case with a person who has put together a lot of 
little clumps of employment over the years. 


Mr. Peterson: You could give the guy a little note--I am 
arguing with you, I know--saying, “Please keep this. Put it in 
your personal records file and make sure that your estate knows 
about r6n1S)" 


We are starting on a maSSive educational program, no matter 
what we, do; .you,..started sit with, Bill .14 or whatever it was. All of 
us have a huge job ahead of us in what we are doing here to change 
people's expectations and change people's knowledge of the whole 
Situation. It is generally recognized that people's consciousness 
level has been dramatically raised in the last couple of years 
Witheathe greaticgpublicsdebate on imthis.,issue.asIt,.1S .part, of~.the 
process. I am just not satisfied. 


Mr. Priestner: Your view is it would be more efficient 
to have one and keep the onus on the employer and the employee to 
keep track of things. 


Mr. Peterson: Yes. 


Mr. Priestner: 1. guess.the view of the commission is 
that there is a role for a central agency. 


MriacPetersons,i.am JUuSt.arguing,a,point. 


Mr. Williams: I think your proposal is really 
morachical ied OUnms UuStss Cantey assume,,.thaty, .beneficrar ies,! vathe 
lawyers, can be put in the position of having to determine what 
his past employment history was. 


Minnt PecersSonys UiSiteabecause ~you, “forgot what yom did siast 
year does not mean other people have. 


Mr. Williams: The fact that the companies have changed 
names, relocated, gone out of business, all these things make it 
extreme! cpl Leuitovand yampractical to» leave, the -onus=-on. that 
individual. 


Mr. Peterson: You just address those things. If they get 
an annual or semi-annual mailing, talking about who is handling 
the funds he is entitled to-- 


Mr oe WULUUaSs.nwnaversals programpobviously mis picoingu.to 
have to be centralized in a goverment agency. 


Mr. Peterson: This iS not a universal program we are 
talking about. 


Mr. Williams; It is, provincially speaking. 


Mun eeekerson:. 1 «aM ‘sorry, it isn't. We ‘ares just talking 
about changing those people who are covered now. We have not even 
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talked to these gentlemen about PURS or CPP or anything else. We 
are just talking about those people who are at present covered and 
cleaning up the Pension Benefits Act. That is all we are talking 
about. The PURS system is a different argument; I respect that. 


Mr. Williams: You are speaking about that. I am speaking 
in>- ther broader -, case? » AT Sieininks fa4 icentralfacagency ( asee ches ‘onky 
realistic approach. 


Mr. Chairman: Gentlemen, I do not think there is much 
point in being argumentative about it. There are different points 
of view. and legitimate points of view. If you® can “do without a 
commission, then so much the better. What I am wondering is 
whether with more immediate vesting and portability some new 
problems will be created that may demand new solutions. It may be 
at the present moment we do not need this kind of a product, but 
we may need it in the future. That is something that I guess we 
are going to have to think about. 


Mr. Prrestner: --One’” point+ we?4 woulld’> like l-to*.-add-41s the 
last sentence--and this is a fairly strong concensus--that if 
there iS icthus -afunctionysof! usadngmsuch).a central’? agency**asd°an 
investment vehicle, the investment function should be contracted 
Out to the private sector. 


Mr. Chairman: I understand the safeguard. 


MraryPeterson: I> thank swe c;should guseasthat i imoney ito thuy 
more government jets and things like that, don't you? We need more 
Lands 


Mr. Brandt: How about expanding airports? Would that be 
a good idea? 


Mr. Cureatz: Send more money to Tanzania. 


Mr. Chairman: David, I “would’*be~-cauttrous about’ that, tara 
the party platform you are planning. It may come back to haunt you. 


Mr. TWilliams:;)rlfi’ cr may” just -}come-tback''to « the® other i ipoine 
that was made prior to central transfer agency, the commutation 
right. Talking about the 25 per cent right being removed, save and 
except for small annuities, which are defined in recommendation 49 
as being $25 or less, unless the pension commission had some other 
amount 1n mind, do you feel that that $25 amount is realistic? 


Mr ..oPriestnere] iOnaethat, poinm Rethink wevgoshoudd pointe ode 
that the $25 commutation limit for small annuities has already 
found its way into the Pension Benefits Amendment Act, 1980, as of 
last Christmas. The amendment has actually been made to 21(3) (b) 
Of *chewact’ 

Mr. Priestner: It used to be $10? 

Me. Milling: It was .$10,) yes. 


Mr. Williams: That still does not answer my question. 


mo 
Mr. Milling: Would you mind giving me the question again? 
Mreerrilestnenss.s) it too.small? 


Mie risenicuw ves, hight. Do you think. it ids realistic 
in that sense? 


Mewoipalesiner: ashi, your 904 to,,jeanlier vesting,;-che,..$25 
BounucattOhaemugic,: Ltea.does not seem to be too smalla»on Tt. 418-4 
Sizable amount of money when you add up the present value of the 
Sost. ofaethat} 


Mr. Williams: It just seems to me that something in the 
neighbourhood of $100 or something like that-- 


Mr. Priestner: One hundred dollars a month? 


Mr. Williams: Do you think that would be more 


unrealistic than the $25? 


MeorstMalliangss. Whatis wer. would® “have ..insthats: situation «.is 
precisely what we are trying to cure with the recommendations on 
portabilityze That, forhinstance,4icould; mean »thatwa’ certain? person 
could reach retirement age; he might have had a whole slew of 
vested benefits, let's say, five different vested benefits, each 
of them just around the $100 mark. If he had not been permitted to 
take the cash out, he would have a $500 a month pension. If there 
was a $100 commutation privilege, he would not have anything by 
that time. 


Mnesgauestron ofmthe.$25 iseat matter. oni/whichiudeynotusthink 
anyone has done any feasibility study, any cost-benefit analysis; 
it is a purely arbitrary figure just like the old $10 figure. What 
we were trying to get at here was some figure with which the 
general public would agree and we could probably agree too, that 
it was not worth while keeping track of those very small amounts. 
But it iS a very arbitrary number. Most of us would say that $100 
would be far too large a limit. 


Mos ~SroOwns One hundred sdollars, a. montha,aty ;65 1s\, worth 
somewhere over $10,000. You are talking about a lot of cash by the 
time you get up to that amount. 

Mr. Brandt: When? 

Mrye Brown ¢ cAt 265% 


Mow WoalltamssahWhereoiwouldieS506 leave syoull Pn Syoun, quick 
ecaleubating? 


Mir Own sent whatti at har est eoS 000. 
Mr. Williams: In other words, it is something that would 
have to be reviewed from time to time, bearing in mind what the 


value of the real dollar is. 


Mr. Priestner: The theory is you should allow nothing to 
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be commuted. Then what is administratively practical? Nothing is 
not administratively practical. Because you have a pension of 
$3.80 a month to Look “after that “and” keep* trackoF i teand sso ‘on, 
it is-- 


Mc. "WillWams: °Redlly Swhat. a was’ Lookings *Por-eleseeethc 
optimum situation where you would have the least amount of 
bureaucratic’ mess 1rs-trying- tor deak with -2someFsallowanice or 
commutation. 


Mr Se Priestners One: “hundred: dollars a aonth>  wouwle? getinyou 
in the position where it buys you a good boat or’ a new car. It is 
tempting. It is just an arbitary figure really below which we 
think it is administratively impractical to-- 


Mr. = Williams ‘So you*®*coura™ just as*\edsity hbavereprevca 


S30 23s soeor $20. 


Mr... Brown: I think I -am “right on *thtrs7“wertis; -mavoe-=ycu 
could correct me. A number of the other jurisdictions have already 
gone to $25. The income tax regulations now permit $25. So the 
royal commission and we are following what is actually taking 
place elsewhere on that at the moment. 


With “continuing inflation itis: (like -any .of4-these Souher 
numbers that are picked out; it is something that will have to be 
reviewed every once in a while. 


Mei iChairman: “in “the meantime, =*it oas’ taysensab lee number: 


It is used by other provinces, and when you get above that it is 
more than whisky money. 


Mrs Wilivams:~ The "$25 “just™ cane’ Ur this’ past¥Gsessron. 
When was the last adjustment before that? How far back did we go? 


Mr. “Milling?” The’“$10” in °-the ‘ac®“was*+in ‘che-Yace"™ iff*¥the 
962-63" versiom*or” the “act Fand“1t- was Srntne = 196oys (1 teewas Soru 
throughout. 


Meow Williams s4°So. this“ tis =the “first: “adjivsrmentmschateshas 
been made? 


Mee MrPbing?) That's mr Prone. 


Mr. Priestner: David, you wanted to make a comment on 
the central pension agency just before we left today. 
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Mr “Browns I “was “concerned stabout he) rationalezior) (Mr. 
Peterson's questioning of the rationale for having an agency. It 
seems to me that the main reason for it is the long-term nature of 
the problem. If somebody is terminating employment today with an 
entitlement’ to ‘something™’ that’ -he--can't get “any “benefit -f£rom “for 
another 30 or 40 years, it is not a matter of remembering what he 
did last year or the year before; it is a very long-term thing. I 
think, as distasteful as you might find a centralized solution, it 
is the only practical one. 





ey 


Mireeebe GensonicweVou pmay>bew right... Iam, not sure. baamegust 
playing the devil's advocate here. I certainly see merit in it but 
tT also,see how that function could be forced on other people. 
Maybe it can't, so I am wondering about it. 


Eineelolectnercae PO You dwenten Us »tO .gOn4,0n,.cthen, Mr. 
Chairman? 


Mr.' Chairman: Yes. 


Mrs» Priestner: .Now that we have the central pension 
agency all set up, the commutation rights, the vesting earlier and 
a fence put around the employee's rights, we are now getting at 
the eligibility requirements which are defined in section 23 of 
the act. They are pretty vague. They give the pension commission 
the discretion to deal with cases where specific age and service 
conditions prevent the gradual accrual of benefits. Our opinion is 
that an eligibility should be incorporated similar in effect to 
that proposed by the royal commission in its recommendation number 
100, which iS a maximum service requirement of two years for 
employees age 35 and under and one year for those over age 35. 


MranPetersonsesWhyie352) Why »the. distinction? .Why not just 
one year? 


Mr eibriestner.:4 whywnotingust ines year ?y, ywithinkwi teers just 
a matter of looking at the turnover problem among young employees. 
you enrol him, you collect his contributions, you set aside money 
for him and then there is a big turnover. Thirty-five would still 
allow sufficient time to accumulate a reasonable benefit. Again, 
it is an arbitrary number. By the time you get a young employee in 
Ehéeresand, heshaS put. twor years, in;,.= he: 1Ss:iNn.-Heshas) only given; up 
One year compared to the guy who is over 35. 


Secondly, the royal commission recommended, and we agree, 
that pension plan membership be extended by law to part-time 
employees where there iS a durable employee relationship between 
employer and employee. Please do not ask me to define what a 
durable relationship is. 


Mr. Glllies: What, 1S,gust.,what.I was.going, to ask. 


Mr. Priestner: Undoubtedly, this a recommendation that 
Bequiressumuch, fLurnther..study. There are» many, ,plans.,that. .have 
continuous employment as the criteria for pension eligibility. 
There are many part-time employees who do not have a continuous 
but they have a regular relationship. There are some who work 
nequlamay abuti tore short mourss Somthesword durable, needsiva lot 
monebworkiacbs cthate fair? 


MrenMibbings.-That*s quite.fair. 


Mr. Brandt: There are some larger companies in the 
retail sector in particular where a lot of these employees would 
be finding work at the moment. We do have a category known as 
permanent part-time employees where they have established a 
certaingnnumben@of phours vover ,a given syeareas sthe scriteriayfor .a 
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durable part-time employee or whatever you want to call it. Would 
a fixed number of 750 or 1,000 hours within a year be a reasonable 
workable number’ ‘in’ your" opinion “or do you netiwane toegive san 
Opinion on that? 


Mr. Priestner: Yes. The problem I have with that is that 
if’ there = is:isome kind «of seither |\explicit tor impbicit) employee 
contract that says, "Hey, you are a full-time employee in terms of 
your ‘relationship with the company, the retail’’sdleso@cierk; you 
are going to be here with us; you are on our payroll but you are 
not going to be working as many hours as a full-time employee," 
then. +P -have no’ difficulty “wre theater That «rs? a, tammy ecleanecus 
case. 


Ifyou said <that only?’ 700° howrseis what-it= takes"to +qual rey 
you for pensionable service, then there are many plans today that 
Say, ~“LOOR, ®1f+ you" put’ “1m 500" tours “and =vougee =LIred you sues 
reinstated and you put in another 300 hours, there is no pension 
benefit for that previous service." 


There is all that kind of complication involved in defining 
what is durable. I don't think it is as simple as just saying the 
number of hours worked in a given period of time. 


Mri Brandt: 1. But,’ minetiact, | in sordere tomymake Ziteeworkanie 
you are going to have to find some kind of mechanism that will 
aliow “a kKick=ino factor: “at a ygiven' number” of hours? or =mMonens "on 
weeks or whatever, and perhaps with some legislated safety valve 
that would not allow an employer to do the kind of thing that you 
are talking about. 


I do not Know whether that's workable or not, but what I am 
getting at is that if an employer can effectively get away from 
hus) responsibilities sbyetsayrng " ithatit vouw don Datqualriwe fom 4 
pension or for any of the benefits if you work 500 hours, if that 
is the benchmark or the break point, I think there's something 
that-1has™to: ibe “addressed: 71ni “that’~ particular’ question, "Sify sche 
employer can rather arbitrarily dismiss an employee to avoid his 
responsibilities in that particular respect. 


I do not know guite how to catch it, but I think we -have got 
to address that question because there are a lot of part-time 
people who are in the work force on a very permanent basis, 
PaLticularly “in *the “retarl sector. *i “think some sor che =farges 
employers in this regard have already looked at it and have put a 
number on it in terms of hours. 


Moe. “Priestner: It"s ‘as if you" nave three ™ piles tto-*ser- 
this out in. I* would “say “that 8the  Kind* "or srtuatron”= you sare 
talking about we are saying ought to be in. The other kind where 
it's: shaphazard=-"Come; on ine tostwork > for ra days rin smaking To 
promises to jyou* beyond: ‘that. We: mayiscakl lyou -tfiromntime: to 
time"--is probably not in. And then there's this great pile in the 
middle that will have to be sifted through to see if a durable 
relationship can be defined. 


What we are saying is that in the durable relationship of 


——" 
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the type you described in the retail business they ought to have a 
right to be in the plan and it ought to be legislated. If there is 
a problem with the definition and regulations and so on, it will 
have to be worked on after more study than the commission is able 
to give it to define what that relationship is because as soon as 
you define it there will be end runs. 


Me. Grbbres:igMy particulareuconcern. in. this, .areagrcame aup 
when the Status of Women Committee was here. Particularly in 
retail, because there are more women in retail than men, an 
employer and employee may have what they both consider to be a 
durable relationship, even though it is part-time, where the woman 
may be leaving several times in the course of, say, three years to 
hove ~conldnen.iolmdon! twthinkeadt .would,.be, satisfactory  forepus cto 
Say arbitrarily that you have to work 18 months or two years in a 
row Or whatever it might be to qualify because I just think there 
are any number of circumstances where that may not be Suitable. 
Certainly leaving employment for childbearing is one of them. 


Mr. Priestner: The other side of tha ti, from the 
employer's point of view, is that if you hire someone for what you 
fully intend to be a one-time temporary kind of thing and then you 
say, "Thanks for a job well done; we may see you from time to 
time, but we are not sure of that," if you only define it on hours 
youltarne sisaying sto» »thaty guy, “You'd sbetterm keep, track,,of that 
(inaudible) because it may come back to be an important component 
in determining whether or not there was pensionable service." I 
Canasee a problem with that kind of thing. Thatishinet j:anduraple 
relationship #hiowttordefineyit, dedosnot knows; 


Mr. Gillies: My perspective on this is that while I was 
a student I worked at an Eaton's store part-time. One thing that 
impressed me about that company is the number of employees with 
the T. Eaton Company, particularly, who are long term. Many women 
Start working in an Eaton's store in their twenties and stay for 
20 or 30 years, and I am sure that many of them have left several 
times to have their family. I am just wondering if we suddenly 
inject pensions into this scenario, how it will work out for them. 


Mr. McClellan: It would be a real innovation for them. 


Mr. Gillies: For whatever reason there does seem to be a 
very strong loyalty among their employees. 


Mex i¢McClelliane,. pkburhas a nothings to: doewith «pensionSpnd can 
tell you. 


Mr; Gillies: «Phat bs pwhat.:I'm..saying. .Now .we. are talking 
about injecting pensions into that scenario. I'm just wondering 
how it will work out. 


Mr. Brandt: You are not attacking Eaton's by any chance, 
are you? 


Intbergections@Damnyrightehesis. 


Mri-ad Brangt NaerAres VOU? tel Bast awanted to .get,it,.);on the 
record. If you are attacking them let's make it known that you are. 
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Mr. McClellan: Most mean-Spirited pension policy of 
almost any company in this province. 


Mr. Brandt: Do you have no shame? 


Mr. YGibhies:: What IhbeamMeayinioiscis vd thateritidonteeknow 
anything about their pension policy. I think Eaton's 1s "a very 
fine company. 


Mr. Chairman: That's pretty extravagant language. 
Mr. McClellan: I know what I am talking about. 
TAD OO Meus rs 


Mr. Jones: Can I just ask a question? Assuming that we 
are able to find an acceptable explanation or definition of 
Gurability, and all that aside for a moment, I notice here that 
you are saying that if it's compulsory for the full-time worker 
then it Should be compulsory for the part-time worker. Did you 
people, when you made that recommendation, give any thought to the 
fact that a lot of the people in that part-time category you were 
just talking about--whether it be 900 hours, as Mr. Brandt was 
Saying, maybe in the drygood stores--would be working for some 
extra spending money to meet today's costs more than necessarily 
to provide for the future? In many cases they are women, I would 
guess, and a lot of them probably have a provider who is providing 
a pension (inaudible). 


I notice that as you go on on page nine you say that if it's 
compulsory for the full-time. Did you give any thought to whether 
it should be optional for the employees? 


Mr. Priestner: First of abil; I think that the 
eligibility rules will take care of some of that because you are 
hot-in' -a Lotnor*plans-.for ithe first: tyvear for) Inssomes Cases ; nctwo 
years. 


If it becomes more durable and regular than that, we are 
Saying that there ought to be a pension plan. If you are an 
employee, but you just don't happen to work aS many hours as a 
full-time employee, you should be in a pension plan. If your 
typical year is 900 hours, and a total year of service for a 
full-time employee is defined as 2,200 hours, what we'd say is 
that that year is a year in terms of determining eligibility for 
vesting and other things, but the amount of the benefit is 900 
Over 2,200 times whatever the formula is. In other words, the 
employer is then paying as much and putting in as much for the 
cost of each widget and so on for that service as he would for a 
full-time employee, altered only by the number of hours and so on 
that are worked. 


If you set anything less than that, you are going to run 
into the old problem of the young retail employee saying, "I don't 
want to know from nothin' about pensions. That's for tomorrow." He 
Or she may need that pension every bit as much as anybody else if 
it's going to be a lifetime kind of relationship, albeit on a 
reduced basis. You go through the same argument: Should any 
pension be compulsory? And you go into all the actuarial arguments 
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about the accrual over the employee's working life, 
notwithstanding the age of any particular individual. I guess I'm 
not in favour of allowing the opting out of any employee who ought 
eo bepiniagpenstom plans, l7dom"t know. ifeDavidawould «agree. 


Mr. Brown: I would agree with what you are Saying. 


Mie Oneswsdushetosvhelp eyousewithoythat,) bmwasndt .implying 
that full-time was someone working full-time for 30 years; I was 
thinking more of seven years, with vesting at three or 
five--something like that. 


Mra; sBrownssoButSewhenssyow ithink sofisthe peoplesrwho),are an 
part-time employment, what you are suggesting really is that if 
they are not depending on what they earn for their livelihood, 
they are unhappy about being obliged to go into a pension plan 
perhaps and about having at least part of their compensation 
delivered in that form rather than in dollars that they can go out 
and spend today. 


I think if they want to be in employment there are all kinds 
of things they have to accept. They have to contribute to the 
Canada pension plan, for example; they have to pay income tax on 
what they earn, and so on. All we are saying is. that if they are 
working in a place where part of the environment is a compulsory 
pension plan, then the fact that they are in part-time employment 
doesn't really make any difference. 


Mis Priestner: The second major pein, adjusting 
veneh tootorstuntiieim On7ge Iclamidsure .«ksiugoing tomigetyna wots. jof 
interest and attention. The royal commission report contains a 
detailed discussion of the effects of inflation on fixed pension 
benefits, including vested deferred pensions as well as those in 
the course of payment to retirees. 


ht was pointed out that benefits under the main 
government-operated programs, the OAS and the CPP, are 
automatically adjusted for increases in the consumer price index. 
A Similar type of protection in purchasing power would be extended 
tO i privates: plan «benefits; qupsetowca  cemtain « level on. through mca 
refundable inflatrzon tax credit. That is outlined in 
recommendation 136. 


Aetunthere recommendation,,.139, «is. ithat »pension uplans yrand 
RRSPS be reguired to make available a participating annuity option 
under which a retiree or an annuitant could elect to receive a 
lower initial monthly income in return for future increases based 
on interest earnings above those required to pay the initial 
monthly income. 


Other methods of inflation adjustment have been suggested 
elsewhere. All these proposals place the responsibility for a 
solution to the inflation problem somewhere outside the private 
pension system, either in the hands of government, which would 
place the cost burden on taxpayers generally, or on the shoulders 
of the pensioners themselves. 
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Another study, the Quebec Cofirentes inguiry, advanced a 
proposal which would require the pension system itself to address 
the problem and provide at least a partial solution. This proposal 
was that it be legislatively required that interest earnings in 
excess of a specific rate on pension plan assets deemed to be 
attributable to the pension benefits of retired employees and the 
vested benefits of terminated employees be used to increase the 
amount of pensions in payment and also vested pensions during the 
deferred period. 


We do not propose to include in this submission a detailed 
analysis of each of these proposals for dealing with inflation. We 
are aware that each of them suffers from technical weaknesses or 
difficulties. We are also aware that each of them would. add 
Significantly itos thei costs ofmiippensionsie boriémebws them whole yeor 
society. This cannot be avoided if the relative position of the 
pensioner is to be improved. 


Where the proposals differ is the extent to which government 
action is -the basis. for)ssolution and in,» thej,distributiom jet »the 
cost burden as between the beneficiaries or recipients, employers 
who sponsor pension plans and the general taxpayer. In our view, 
the preferred approach should be one which places maximum 
responsibility on the pension system itself and therefore 
distributes the cost among those who = participate in the 
system--employers with pension plans and employees who participate 
in the plans. On this basis, our preference is for the legislated 
excess interest approach along the lines proposed by Cofirentes. 


Ino® workunge sovwt@ethe® practical Ih implementationak of 2 ikthuie 
approach, we believe that the best method would be for the law to 
require that pension plan benefits be adjusted regularly, probably 
each year, by a percentage egqual to the excess of some external 
Objective measure of currently available investment rates of 
return over a fixed benchmark rate. The external measure should be 
something like the average over the past few years of the yields 
on long-term government bonds. This would represent a rate which 
could be~ earned by -practically all-’pension»> funds. Thus; if the 
average yield on government bonds in a given year was ll per cent, 
and the benchmark rate was, Say, Seven per cent, pension benefits 
would be increased by four per cent in that year. 


MreeaPetersonms LSuorbhaterby sracticalisgr witttesecoltar foe viy 
practically. all? 


Mra. Priestnenrn®, By.toracticabllgialns 


The rationale for this legislated excess interest approach 
is that the same inflation which decreases the purchasing power of 
pensions has a simultaneous effect of raising interest rates. 
Because benefits under private pension plans have to be funded, 
the benefit promises are backed by assets which earn interest and 
dividends at rates which include a real return to the pension fund 
as lender or investor, plus a further element to compensate for 
inflation. The legislated excess interest approach requires that 
at least a part of this second component be used to adjust pension 
benefits, for cthe,»effectss ofsantlations 
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Many employers have already taken steps in recent years to 
adjust pension payments to their pensioners beyond the terms 
required by their pension plans. I believe the FPI study says it 
is about 75 per cent that are already doing something on an ad hoc 
basis. To the extent that they have done so, the legislated excess 
interest requirement will not represent an additional cost for 
such employers. Rather, FEM GIVesPUthent! ante oppor tunieyie & to 
rationalize the financial planning for what are otherwise ad hoc 
adjustments, sometimes financed on a pay-as-you-go basis outside 
the pension plan and sometimes, at least indirectly, by favourable 
investment experience within the plan. 


Pisa 0F a v7 


This is not to suggest that the imposition of the legislated 
excesS interest requirement has no cost implication for _ the 
Sponsor of a plan. In the commonest type of pension arrangement, 
the plan sponsor is an employer who promises pension benefits to 
his employees based on a certain formula, usually either some 
percentage of the employee's earnings or a flat amount of pension 
for each year of service. The employees may or may not be required 
to contribute, but the employer is required to underwrite the cost 
of the promised benefits over and above any employee 
contributions. 


This means that the employer is at risk for any unfavourable 
cost experience which may develop, such as unfavourable investment 
results with the pension plan's’ assets. Likewise, if yietehe 
investment experience is favourable, the employer is free to use 
these favourable results to reduce the contributions to the plan 
which he would otherwise make. 


What actually happens in many cases is that the employer 
uses at least part of the gains from favourable experience to 
finance various kinds of benefit increases. The effect of 
legislated excess interest requirement is to remove some of the 
element of choice and flexibility in this matter and require that 
some portion of investment gains be used in a certain way. 


Most discussions about the legislated excess interest 
approach have focused on its application to pensioners who have 
already retired and are receiving pension. This is the group which 
can most) «clearly wbheW'seen: *to ibe vsuffering “from the effects of 
inflation on their pensions. However, there is a second group that 
is suffering in a less visible way--former employees who have 
terminated participation in a pension plan with a vested right to 
some fixed amount of deferred pension, usually payable when they 
reach age 65. 


The fapparent value fof this ‘promisevwio£= future!’-“benefit 
declines with progressive inflation during the period of deferment 
but, aS in the pensioners' case, the benefit promise is backed by 
income-yielding assets in the pension fund. To the extent that 
investment income on these assets iS responsive to inflation, the 
plan will show a profit on these benefit promises. 


The situation is closely analagous to that of the pensioners 
except that very few plan sponsors have made any sort of voluntary 


34 


or ad hoc adjustments in vested benefit. If, as seems likely, the 
legislated vesting standards are to be tightened, this problem 
will become increasingly important. We, therefore, Support the 
extension of the legislated excess interest approach to vested 
benefits as natural and logical. Some advocates of the legislated 
excess interest approach would go even further and require that it 
be applied not only to the benefits of retired and terminated 
employees but also to those who are still actively participating 
in the pension plan. 


They would argue, especially in cases where the pension plan 
promises a fixed amount of pension, it would be unfair to require 
that the employer use excess interest earnings on the pension fund 
assets to adjust the fixed benefits of those who have retired or 
left employment but not to require comparable adjustments to those 
who vane istpbhl sworkdng bforahimey The, diffiicultysiwithsethwsiis thateaic 
ignores the fact that active employees, by their continuing 
economic relationship with the employer, have the means to effect 
improvements in their pensions which are not available to 
pensioners and terminated emp yee . 


I would like to stop there because I think we have put all 
the principles that we have to say on this out front in that part. 
The rest of the paragraphs dealing with this really expand on the 
ciring.< 


Basically, the principle is that for those who have lost 
their economic bargaining power by termination of employment 
either through retirement or by termination of employment with a 
vested right, the assets that are attributable to them within the 
fund should have a fence put around them, a benchmark rate 
established by some outSide measure, possibly an average of 
government bond yields and the difference between that and an 
arbitrary rate, say, seven per cent, ought to go to improve those 
benefits for those people, and such would be reported to them. It 
would become a matter of entitlement rather than of ad hoc, Santa 
Claus-type adjustments. 


Mini 2 Peterson:erineat bvery: iattracted) “torr yous -lLpropasabatge 
really am. As I understand it, most employers are saying, "Please 
dont sdO’ Lt; e@werare? doungw@resanyway! eButniftveucdd sep~ddointhiest 
Do you imagine there would be a great sgquawk from the employers, 
the plan sponsors, or would they just say, "Okay, that's life, we 
WHA ige jon iwstnma te" 


Mr. mPrvestiner siwresitg iit lidependsc! Thessbigizemployéernithat 
has been doing it for the pensioner-- 


Mr.ncPeterson:) Youi sayy there asrnosadditionalbccastnburden, 


Mr. Priestner: There is additional cost. There is always 
additional cost, but he at least would have a law saying, "This is 
what. I Pam-egoing » to, (be or eed2?'tol- dolsandi u notsitoe 1haoLsit i whemony 
Circumstances permit." He would have to plan for it, provide for 
it in his funding and so on. To the extent that everybody would be 
reguired stoedo that),) sitemayetightenemup tehebcompetstiont acensioiec 
bit. He is paying for it it now and the guy is competing against 
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foe whamano tgoinguitoedo ythatymtro check «witheite"So1;someso£ them 
would have the view that, "Okay, everybody is in the same ball 
game now, and this is a cost that everybody is going to have to 
reckon with." 


The smaller employer who is having tough economic times may 
cry the Voudest’ taboutiithis.. The (cries: may notocomes from thetbig 
employers who have been doing it anyway in some form or another. I 
don't know, Dave, whether you share that view. 


Mr .mePerenson:7 Youssoperaterrion’. the! premises \thatosthereiunds 
are going «to go’ roughly with inflation. That is your ‘operating 
premise and that hasn't always been the experience. 


Mr. Priestner: That iS correct. 


Mr. Peterson: That doesn't take into account the 
effects of the lag time, i.e., the 1973-74 experience. If interest 
ratesoplunge,, you varec going ‘to*find»a hell of*a ‘pile. of excess 
earnings in some of these funds in the next couple of years. If 
they continue to go up, you are going to see a different kind of 
problem. Thnessyour judgement that is a self-regulating or 
self-averaging proposition and don't worry about it. 


Mr? PHissiney seeeedon) touthinkhebts tsisasgtsample asapithait oaad 
don't think it 1S going to take care of itself necessarily. The 
tame chorizonfisadpretty long, though. I think over time thesodds# of 
inflation and interest rates bearing a relationship with each 
other-- 


Mr. Peterson: And fund performance, which is not 
necessarily related to either one of those. 


Mr. Priestner: Yes, that is true. 


Mr. Peterson: There iS some line in here where you say 
practically all funds will do it. I mean there are some good ones 
and some bad ones. 


Mr. Priestnerssa) think rails s«fundsveshould’ haveyothe, ability 
to do it. If they select certain types of securities to make it 
safe that this kind of return will be met, that is comparable to 
an average on government funds, and they can opt to do that. 
Others will say, "No. We prefer a little more risk taking than 
that. We will take a different blend of securities or a different 
quality of securities." But then they should do that too. As long 
asia tetas oiwititis iitheimoonfinessuofe ithe, daw,io letnothem vweake a 
calculated risk if that suits their style and their personality. 


Mr. Peterson: There has been the argument presented that 
this would alter the mentality of fund managers, make them a 
little more conservative. Have you ever heard that? 


Mr. Brown: Could I comment on that? Some versions of 
this idea revolve around the actual earnings of the fund rather 
than picking out some external rate like the average yield on 
government bonds. In the discussions that I have heard about this 
question, I think the mentality of the fund manager then becomes 
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very important because what the pensioner is going to get depends 
on how his decisions turn out. I think if you go the route we are 
Suggesting, the mentality of the fund manager and the kinds of 
Strategies that he and the plan sponsor between them think are 
desirable are then their business. If they want to take a higher 
risk profile and~go for greater returns or go)the other way, that 
is their business, but there will be no direct effect on the way 
the system serves the benefits of the pensioner. 


Mr. Peterson: Except if they go the other way you, (are 
not going to have (inaudible) some of these improvements. Is that 
nok correct? 


Mra. aBrown: +HEhaticccacainy;! Lis sgoingeetomimbelathe responsomts 
problem. 


MoavPriestner:h Theyacowouldnistall eaberequiredsite payemaserct 
they had. 


Morey Boownéguthatstoright.miThenothersmaiffacehby withortying 
it to actual performance is that the pensioner who doesn't maybe 
have a very long time horizon is obliged to deal with the 
Short-term periods where the thing gets out of phase because of 
the leads and the lags. The employer is really much better able to 
absorb those and to spread the thing out over a period of time. 


Lil: 502188 ms 


MricoPeternson:redust soneb © last Squestyons= rsipyourenob yecuion 
to the inflation tax credit basea principally on your philosophy 
that i1té us)" thevecunrent@icontrabuters 6 obligation i tostlookhaiter, 
that the private sector has to handle inflation, or are there any 
other arguments that you have? 


Mr. Brown: There are nine commissioners, and I think 
there are nine different objections to that. 


Mr. Peterson: But there is universal objectiLonitto bite. 
Mr. Brown: I'm not even certain about that. 


MriooPeterson:® Theremi are «nine: "conmisstoners. At teleast @one 
Lsham LavouBaof st: MO wdGiinaudybile)s 


Mo. Brown: @Phat YsotrueS QuEte! righta 


My personal objectlonwiscyusteitoirthe cost opisit. Tt'siwvery 
costly. 


Mrs US Peter SOMMIL EES gous bachwe toen yournTotherisseint. itor 4a 
minutes As a planw’sponsor,. an- employer, » your saidmthats theresvis 
concern that money managers, or fund managers, would behave 
differently. 


I think it's our duty as plan sponsors, if we have to pay 
the bottom line, to sit down with that money manager and very 
Clearly’ -enunetate What -our*’style ‘is; twhatWou rl wantsmaret Srl our 
concern 1S to keep a nice steady-state relationship in the cost of 
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the pension as a percentage of payroll, for example, we will come 
up with an investment philosophy entirely different from that of 
somebody else who says, "All I am concerned about is that the 
ultimate cost be absolutely low and I can take swings and 
roundabouts in investment performance." 


I think the system ought to accommodate both those points of 
view. At least in this kind of approach I would have the right to 
Sit down and say, "I am concerned about this aspect, so therefore 
gear the investments to vehicles that are similar in nature to the 
outside measurement because that will protect me then against 
Surprises there." I think this suggestion best allows a system to 
Carry On with a variety of styles. 


Mae Gikites? Bue, Ystirelyo: therericisdf a -benefirt oof orestthe 
employer sponsor if we go to a plan where the excess interest 
approach is tied to the individual plan performance because then 
he is not faced with any open-ended expenses and is more in 
CGOntrols "Buk youyyustsdado not thik; that: this! is sdequate. 


Mr. Brown: On the other hand, he gets no benefit from a 
favourable performance. That's what I'm saying. For instance, if 
his fund is outperforming the outside measurement, under our 
proposal he has got some of that, either to reduce his costs or to 
apply it to other benefit improvements. If it's all spoken for 
just in benefits, he really doesn't have that much motivation to 
improve the fund. 


Miso Priestnienr: SNot- Woniysethat, afsiStelcooszhappensi ito win 
big, and their particular investment performance is better that 
Westinghouse's, the employer is in the position of asking "Why 
were we worse than--?" That kind of thing is difficult to do. It's 
always difficult to do. There's always somebody who does better 
and people who do worse than you. 


Peqgingesit!< toieisometh ing’ eon’ + thesgoutsidemtand’ givingysall 
parties an incentive to have performance over and above and beyond 
that and allowing them separate styles, I think, are the keys of 
this approach. 


Mr. Brown: There are some other technical things. If you 
Start gearing it to the actual performance at the front, then you 
start getting into the nitty-gritty. How do you measure that? How 
do you value the assets? Do you force everybody to do all those 
things in the same way? You are putting a lot of straitjackets on 
to accomplish something that we think you could do without all the 
Straitjackets in this more direct way. 


Mr. Gillies: I think we have a selling job here, though, 
because I would think just Superficially that it would sound 
preferable to most employers to have the performance of their own 
fund as a yardstick as opposed, say, to using an index approach 
tied to the CPI or something of this sort. 


pir. GeBrowmy Wi thnk’ eitheds angumentsy!arewcthere..e'Thene. are 
pretty good reasons from their point of view for doing it that way. 
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Mraw Peterson: Thisf:leadssemes ‘60, eanothegs-totallyssunnelated 
question. Why were you guyS so mean to Ford? They were in here 
yesterday crying. 


Mr. Priestner: You Saw me drive up in an Oldsmobile? Is 
that what you are saying? What do you mean, "Why are we mean to 
Ford?" 


Mr. Peterson:. You’. are. familiar. with their..proposal, in 
which they came to the commission, I gather, and wanted to apply 
actuarial gains to past service. It's not actually related--it's 
semi-related--to what we are talking about. The commission refused. 


Mr. Brown: AS I recall the case, they came twice and we 
refused both times. The regulations say now that an experience 
gain can be used to reduced either an initial unfunded liability 
Or current service payments. That's what the law is. Was there a 
case made by Ford that suggested that we ought to change that law? 
The first .timepiwas pi Ieithink; 2s prawor to, theseryoyalLy commissiones 
report, and there was a lot of reason to wait and see and so on. 
The second time was after. In both of those they were talking 
about a flat-rate benefit plan. 


Our view was not directed at Ford but in general with that 
whole subject area that there was nothing to suggest that now is 
the time to be relaxing funding requirements for flat-rate benefit 
plans. Therefore, the answer was, "That's the law. Sorry." 


Mr. -opetensony [aie take, -ltedyouyhane net :aboseblnysymopathetic 
to a change of the law in that respect? 


Mr. Brown: Not for the weakening of funding requirements 
for flat-rate benefit plans. In general, I think the commission's 
answer to that would be no. 


Mr. Priestner: There are a lot of “ people Saying, 
"Strengthen them, shorten the periods," and so on and so forth. 
But A'tithadinothing <olimdo: witherord:. 


Mr... }Brown: tf If nyoue.consrder:) thetcanalogy.of a company with 
a new plan, past service liabilities, I don't know how they would 
then get the gains that appeared in Ford. But to Suggest that they 
not be required to continue the funding of the original obligation 
just because they had some good experience goes contrary to the 
whole thrust of what the legislation has done in the past and what 
we feel the direction ought to be in the future. 


Mr. Gillies: Would it be overstating it to say that you 
are’ STeallytttryang totiebimimatesmanblingAl if  youiiwidl?.381i did 
really wellPeatsthés tablewat ithisgpointeso Widanlegodngs to take:comy 
money that otherwise would go into the fund and do something else 
with it." Is that what you are getting “at?<It “seems. like “a very 
small-c conservative approach to the question. 


Mra? Priesthner sid ‘vet riemerveitheughtiaGe i ti thate wavs tiLetome 
tell you the way I think of it. I'm not recommending changing the 
funding laws or anything else because there is a> whole 
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international competitive question. But the way a heck of a lot of 
planss*operate is* that »every ‘three years, either through the 
bargaining process or through unilateral change, they put a new 
addition on the house. They mortgage it over 15 years and then 
they add another one three years later. 


From a company Sponsor point of view I guessailiswisha:that 
agoing it that way wouldn't say, "Well, the cost of pensions this 
yeardisigoingiato sbe Jseven ipers cent! jofe payroll» and»y.20: “years from 
now wel Sirperixcenticof epayrolk. "» TDiwould like :-tojmake,; sure that. each 
widget of production gets attached to the proper amount of cost. 


To weaken that in any way is, to me, counter to where the 
whole world ought to be going in this thing. To suggest any change 
from where we are now, which is kind of a maximum 15-year 
deal--the US is 30, Dave? 


Mr. Brown: Yes. 


Mr. -Priestners«-[<sism@mnot tan surgent <issue and? it's ;inoti.< 
good thing vito mdo: fErom* the point of view -.of international 
competitiveness. I don't think we ought to be volunteering to 
change our present law to weaken it. 


Mr Cureatz: I'm “havingpadprticul ty fewath» youre suggestion 
that it's weakening it. The guarantee is there anyway. 


Mr. Priestner: The guarantee depends on a lot of things, 
continuing prosperity of the sponsor. 


Mr. Brown: Are you talking about the guarantee fund that 
would start up on the (inaudible)? I think if Ford decided to 
close a lot of its operations and triggered the operation of the 
guarantee fund, the magnitude of the claim that could result from 
choemissuifiar, beyondssthessresourcess.that are.likely,, to, be; in..that 
fund, and you gentlemen will have the duty, pleasant or otherwise, 
of deciding whether the taxpayers of Ontario ought to support the 
Situation. 9. think you, would probably be ‘a. little happier .1f you 
didn't have to do that. I mean it may happen anyway. 


The guaranteed fund as a safety net is a bit of a delusion. 


MeeoeGilites: So the wideal, as  youjepsceeerty 1 Soot of Udled 
funding, and while in most instances it will not be reached, you 
do not wish to do anything that detracts from the goal. 


Mr. Brown: We want to keep them going towards the goal. 


Mr. Priestner: Keep them crawling crablike towards full 
funding in a way that is reasonable and allows the cost burden to 
bear some relationship to the economic benefits that the company 
is getting every year. It may be a relationship with pay or 
whatever else you want to judge. But to weaken it, which was what 
Ford was asking, does not seem to be in anybody's best interests. 
T.d0 not consider it gambling. doadoyjnot pthink they,dosat that way 
either. 
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Mr& “Browns) “They wouldwélike: ! tovarrangersethetr i catfiarrsyom 
am. Ssureyovin, arewayo; whichowouwkd hoivers them sa? ‘tax, brieakqtat gauche 
appropriate time for one thing. I do not know whether they have 
any > taxableisincome ‘these’! dayspryor™ noti?l butucif srtheye cams ipay 
contributions in at a time when they do have taxable income then, 
obviously, that is to: their advantage. I suspect that was one of 
the motivations. 


MrseyPpeterson: -/As’cashicof lows problemioa Sgathenmaithataiis eee 
$30-million problem in the last couple of years for them and that 
is a reasonable amount of money even for Ford. That is their 
argument, but I appreciate having your point of view. 


Mr.ieCureatze colt .wsilinterestingna (thats yomlsayw thabteninner 
they came in yesterday it was indicated that it was more of a 
philosophical approach that one was maybe no worse than the other. 


Mré (Browns) Ifsitheys,dot not) putrether money cintomithem funds 
it© is going. ito beiSin a weaker position: tham ifeyeheyedotiputetne 
money in the fund. Maybe that is philosophical-- 


Mr. Gillies: It is pretty straightforward. 


Mr. Browns: --but it is also the question of whether it 
is strengthening or weakening the fund. 


MreerPriestneris Nowseyoulfare Traght ate cash tilowwas (far ae 
the fund 1S concerned. I would love to have had heard Wells 
discourse on that. 


Mr. Bentley: I weaseled out on that one. 


MrvesChairman:! Peethink whaten they agwere hrcaying), gsasar me 
gathered it, is "We are a little more successful than we had to 
be, and if we were not as successful these were our obligations, 
but now that we are more successful you are penalizing success. 
you are making us do something extra." 


Mr. Priestner: No, not extra. We are allowing ‘them to 
eliminate the current service payment which takes what they would 
have paid in a normal year had they not been successful and down 
quite a bit to start with. We are allowing them to accredit that 
for the next year too. 


Mr. Bentley: Against the unfunded liability and they can 
recompute it if they so choose. 


Mr. Briestner monte ist juwet Gtakmigtarcholidayw from aisstrige 
of mortgage payments, if you will. 


Mrs Petersonty Deane note, = verve snant fran buted tiiade nore 
money than Ford and GM combined last year. Maybe that is one of 
the problems. 


Mr. Brandt: You are humble too. 


Mr. Chairman: Are there any further questions on this 
Subject matter? It is one to which the committee must give very 
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serious consideration. There are a number of options in the 
Options suggested here. It certainly has sounded sensible in the 
past to me and still sounds sensible, but there are there any 
further questions from committee members in regard to this? If 
not, then we can proceed to the next subject matter. It is the new 
Pop lC OL, Lunding solvency, if I” am not mistaken. 


Mirae  testuene Withoy your permission, » Mn. ).Chairman, «1 
WouLd LiKe to Vask David to highlight the funding “and solvency 
sections for us. 


Mi. ooucehs: . Mr. Chairman, would: .he> tind? fowrs “now. the 
Pout eOLi.L 2% 


Mia ecla binant. As as macttcer +OL fact, !) ohequess: )1. ishouldsnoc 
have suggested getting into a new topic. I did, in fact, hear your 
stomach rumbling, Mr. Cousens. 


Mr. Cousens: That was John Williams. 


Miarmchiatiioan: elfunbtiean appropriate time, and i guess sit 
is, we could recess for lunch and resume at two o'clock. 


The committee recessed at 12:05 p.m. 
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LEGISLATURE OF ONTARIO 
SELECT COMMITTEE ON PENSIONS 
Wednesday, September 2, 1981 
The committee resumed at 2:14 p.m. in room No. 151. 


ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
(continued) 


Mr. Chairman: Gentlemen, I see a quorum. We might get 
started with the subject of funding and solvency. We are not going 
to resolve it in 10 minutes, so maybe we had better get under way. 


MraueCureatz 26MrseeChairmanj;njgust sbefore, svou «dospthat,., Imam 
wondering if Rick Jennings might make a note in terms of our 
Guscusston, .GUuStisipriconiostonpdunch, swithey:regard, to ithe; Ford 
Situation, and somewhere in the report make some kind of 
recommendation, proposal, .compromise or strong suggestion that the 
commission should, in their best efforts, try to make suitable 
arrangements with, in this case, Ford, or whatever other company 
would happen to have Similar problems, to accommodate them. 


Mr. Chairman: With a great deal of empathy and 
Understanding, gs twomld» isuggestjooMrs Cureatz, othates committee 
members will be responsible for the draft report. If you have a 
particular position in regard to the Ford Motor Company, I am sure 
that when we discuss the subject matter of an interim report, you 
can raise the matter at that time. 


Molt Coreatbzccantha tic d fanessiihmamw juste bringing a~d@ta,. tosour 
assistant's attention. 


Mr. Chairman: The reason if raise that--and Lt is 
unfortunate that there are not more members here at the moment--is 
Pirdor HOU Sthinkteitedssiproper Bfiore'’staffy to, bel takingArnstructions 
from individual members of the committee in connection with any 
particular area. I think the full committee should instruct staff. 
That would be my way of carrying on. 


Mr. Mackenzie: I think it is a more fundamental problem 
LOOT Me’ Chairman’ +4P2haverastrong =*feelings ‘that: -aifestheres:are 
Specific recommendations to make that refer to the interim report, 
fines But to try to proceed on one individual case) that’ the board 
has been dealing with, I don't think is really our role. 


Mr. Cousens: I concur with that very much. 


Mr. Chairman: Yes. Fi appreciated thet problem was 
implicit in Mr. Cureatz' recommendation. I think we will just 
leave it at that. I am sure the committee can discuss that overall 
Situation because it is an example of what I guess could happen in 
other cases as well. 


Gentlemen, Tipivonlaweulds, srkenystoldgetos ons colo funding 
insolvency, I think we are all interested in that. 
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Mr... Brown: Thank==you;'\ Mr... + ChaitMmanhwwetnlS, PrODablLy swore 
take us more than 10 minutes. 


The royal commission's report contains 16 recommendations 
dealing. with “various” taspects j.of * funding. ss Thatesismnonemece che 
pension commission's main responsibilities, So we have some 
thoughts and comments about those recommendations. We have grouped 
them into three general categories. 


The \ £irst«"category iwse alongmapthetetiness® thaty ~acruagia: 
assumptions and methods should be prescribed in the law or in the 
regulations instead of by reference to uSage and practice within 
the actuarial profession. The second group of recommendations 
deals with certain specific techniques or methods which are now in 
use or permitted and suggests that some of them should be 
prohibited or restricted. We mention some examples. The third 
category of recommendations revolves around a concern with the 
funded status of a certain type of plan,. on which we have already 
had some discussion this morning, the flat benefit plans with 
frequent benefit improvements by negotiation or otherwise. 


Our general reaction is that we subscribe to the first group 
of recommendations, that is, the assumptions and methods should be 
clearly -Seen; ‘to .bebithe. prerogativeyrot, theiwregqulatorowandssethe 
legislator. The public interest in the adequacy of pension funding 
is such that the control of the standards should clearly be there 
and not delegated, say, to the actuarial profession. 


However, we thought we should mention to you--I know you had 
the Canadian Institute of Actuaries in here recently and that this 
was a subject you discussed with them--that the pension commission 
has exercised a conSiderable degree of informal control over 
actuarial assumptions and methods. For that reason, we are not all 
that clear that what the royal commission is recommending would 
really, in the end, be very different from the present Situation. 
It may not be spelled out in the law and regulations quite as 
explicitly asthe royal commission’ would’ perhaps have-it, but: in 
fact there is a degree of guidance exercised by the commission now. 


Mr. Mackenzie: Can I just ask you this? We have had the 
actuarial association before us. Is there really a wide difference 
in the methods or assumptions or any radical variations in the 
practices the profession uses? 


Mri BEOWN ts, 1). think? ithe “shorty .answere (cO" chat —.WOU LO mee 
that there can be pretty wide divergence in the answers that you 
get back for two reasons. There are two kinds of methods and, 
depending on which one you use, you get quite different numbers. 


Mr. Mackenzie: You are talking about a conservative or a 
more liberal assumption? 


Mr. Brown: When I talk about methods, do you really look 
at the plan as something where you are going to provide on some 
Stable basis on a very long term for the benefits that are 
accruing over the future, sor’do you, just [60k sat the siabiiiecy Lor 
the benefits that have accrued so far and take the next little 
bite for, say, next year and measure your costs that way? 
Depending on which way you approach it, you get guite different 
answers. 
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Both types of methods are in common use. Many actuaries use 
both types and both types have been considered acceptable by the 
commission. Indeed, the royal commission apparently is comfortable 
with the continuing freedom to choose to go either way. 


As far as assumptions go, there iS some variation, but I 
would say perhaps less than people think. The FEI Surveys and some 
Surveys that the pension commission itself has done really do not 
convince me that there is such a very wide variation in the 
assumptions that are used. They are no wider probably than the 
variations in the actual experience. The funds do not all have the 
Same rates of return, for example. 


MaAP Mackenzie 2feLs, {thesistate) ofl thewartressuche- that. vou 
really can be that accurate on a long-term projection? 


Mr.’ Brownsanthate ise ‘aygveryeygoodasquesition. pethe, nature tof 
the exercise, after all, is to try to keep pointing the funding of 
Chien planw towards! theeakbongatenm 1end>sresultindity ise inebwseodn 
pretending that there are going to be accurate forecasts on a 
short-term, year-to-year basis of what the costs are. 


Costs do not actually show up until years from now. What we 
are trying to do is make reasonable estimates and keep adjusting 
them. That is the reason why you have to keep reviewing the funded 
status under the law at least every three years, and there are 
provision in the laws and regulations for correctional measures to 
beistakensgifetherthing stantsetosget off track. 


So the refinements and the appearance of very exact 
forecasting that some people seem to be advocating do not seem to 
me to be an appropriate requirement. 


Mr. Chairman: What problems do you encounter now in this 
area? AS I understand it, actuaries have their own ethics and code 
andwedisciplinary “body... hey “have, a counterpart atora whaty ais 
generally acceptable accounting principles in terms of their role, 
again, aS I understand it. I am just wondering what is lacking in 
ctermseho£L jthe«<sinternal » discipline. orr; regulation: withing that 
profession that has to be addressed by government mandate? 


Mr.w Brown! a Radoienot), Knowawhetherscleameltthe nbest«persons.to 
answer that guestion or not. 


Mis Moc haetiinmant my obelaryé. the, gacbuanyys, carers vour not wMrs 
Brown? 


MrmBrownss Yes, abiamacrihati-isaright. 


Mr. Chairman: I understand you have held some important 


posts in terms of the-- 


Mywiibrown: ~f. havetovilews4abutiah wamemotisuresg that ~theyea:are 
necessarily the views of the whole commission. 


Mr. Chairman: Coulda you geextrcatedsioursel ices rom [pthe 
commission for the moment, and even from your colleagues in your 
profession, and give us your view? If that is embarrassing, then-- 
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Mri© Brown!s’* No,*")! ampnot 6 embarirasseds Ie guess» there are 
two things. I am relatively recent on the commission. I think that 
in the past there have been some problems, and they tended to 
occur when plan sponsors were undergoing very severe experience, 
such as the problems back earlier in the decade of the 70S when 
the financial markets were giving everybody fits and salary and 
wage levels were keeping pace with inflation. 


Many pension plan sponsors found themselves under rather 
distressing situations as far as the funding of their plans went. 
My general impression is that the actuary found himself under a 
lot of pressure in many cases to try to help the plan sponsor, to 
help relieve the distress on the plan sponsor which was a 
difficult) position mto ¢bel ins Asidasresultjyalthe spensionecommiss ion 
found itself up against requests that they really felt were not 
justifiable. 


At that time, there were no guidelines or standards or 
recommendations within the actuarial profession to deal with this 
kind of question. Those have now, after much discussion and debate 
within the profession, been approved by the institute. 


Thes experiencessiwithimithem wise ostadlieequite willimited.© My 
impression at the moment, or during the time that I have been on 
the commission, is that frequency of Supervisory problems with the 
actuarial profession has diminished. I think that may be temporary 
because this is partly due to the fact that the financial markets 
have been so buoyant and the plan sponsor iS not putting the 
actuary under the same kind of pressure to help him. 


Mr. Mackenzie: The actuaries are not being blamed at the 
moment, but when things get tough again they may be. 


Mr. Chairman: What you are telling me is that economic 
conditions dictate the degree of creativity or resourcefulness on 
the part of an actuary? 


Mrs. BrandtewrAremtyown,talking@miabout fudgingaithe: giigures, 
Mie Chanuman? 


Mr. eChalrmanin Nosioit ~seens to tmerethat youl chave f iso sitax 
your imagination under certain economic circumstances. 


Mr. Brown: I think the pressures are much greater when 
things are not going well that way. I also think that how well we 
can rely on recommendations and standards which the profession has 
now developed has yet to be determined. I'm optimistic that the 
profession will respond and that the commission can, through the 
professional body, see to it that satisfactory funding levels are 
obtained and appropriate actuarial bases are used in valuations. 


Mr. Cnairman: Are you suggesting that until that is done 
there may be a need for external regulation? 


Mr. Brown: What we have now in regulations is a rather 
peculiar section which says that if the report is prepared on a 
basis which is not satisfactory to the pension commission it shall 
be amended so it will be satisfactory. The only measure for its 
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being satisfactory is a sort of general reference to the common 
uses) within «ithe ‘actuarial’ *profession. There has been” some 
difficulty in applying that yardstick until we had these recently 
formulated recommendations. I think the royal commission saw a 
need to place the authority and the responsibility squarely in the 
hands of the regulators so that the several recommendations they 
make are all applied. They want to do several things. That's one 
of the things they want to do. 


They-_alsoethink:, Yand “we say “it in our submissioneherey®* that 
it would serve the system and everybody if there were less 
Variation in the way things are done. There is a tremendous amount 
of confusion because of the variety of methods that are used and 
the appearance that the actuaries can juggle around and come up 
with any answer that would suit the plan as far as (inaudible). 


Mr. Chairman: Is it your experience that there is a lot 
of inconsistency at present? 


Mien MAvOwlse be would enotyisayi-so;no! T*think?-thae pare-ot 
the problem is terminological. Everybody has got his own name for 
what he does. But in fact if you get down and look at what they've 
Gone there's much less variation. Even the royal commission's own 
recommendations still encompass quite a variety of methods. So 
this part of the system, in short, is working reasonably well. I 
amrnot-= persuadedy that this’ vsivanwarea* o£) major ‘concerns 


Mr. Chairman: There seems to be some potential for 
flexibility at present. 


Meinrbrown ? thats rghit. 


MretgnChaimman: I'm justs wondering if, ewhenhereyouwistart “to 
mandate, whether you narrow that and whether you may do more harm 
than? goods. Ledon*t tkiow. 


Mrs Brown: Serhes*concern’ off — the-Scommission wis’ solvency. 
The reason we take an interest in the funding of a plan is to make 
Sure that it meets some minimum level. If the plan's sponsor, for 
his own reasons--for financial planning or for getting stability 
Petoathis! "CONETIIDULIONe rates Anfor, allikinds Sof * perfectiy «good 
reasons--wants to arrange his funding program at a higher level 
than is absolutely necessary to maintain that solvency level, if 
you want to describe it that way, although that's a kind of loaded 
word, then I don't see any reason why the Pension Benefits Act or 
the commission should interfere with his desire to do that. But 
that contemplates the possibility that he may not use some minimum 
Pindeotapproach Wi rawnich 7e int Funrn,. she =wouldiwshave “tov nhaverisome 
PTexibirivity+ 


Mr. Chairman: It's something that, I guess, we are going 
to have to wrestle with. It will depend, I Suppose, too, on how 
much flexibility you want to maintain at the commission level, if 
that:'s®thes regulatory body, or -atea “directorate “levelse There may 
be a need for some elbow room there. 


Roaingeorim. Speaking sei i ithesulaymanges i'm looking@tatethe 
SGience. Teeyithsvea isciences#.s lissuppose <irmets «a veryse dzgticubt 
subsectes Sometimest Wigthinkiuwt"sieas i astrology) 1s tosiastnonomy..' .I 
don't know how inflexible we should become. 


Mr ./ «Mackenzies.i5L «sthink. «wes eaustas Want, euto ge. hnOwee Chae 
everyone 1S operating by the same rules. 


2%.3 Usps Iie 


Mr py ChalLemané:; YeS: pe ole Can, 4Sseerythat.ppilkys Ccottainlvs. woulda 
think there would have to be some benchmarks. 


Mrew Browniol would evaryayourtpanalogveramelittlemmbut. gethes 
like astronomy in itsS primitive days. We can't see that accurately 
or that far yet, but we are trying to go in the direction that we 
think the stars are out there. We may get some surprises when we 
refine the meaSurements a little bit or get closer to the 
objective. 


Mrs eChairman: -I was speaking as a. layman, Mr. Brown.) = 
am, (sorry; to ,dintergupt soyou son ythat,.pornt ebut.,we,:have had ‘the 
actuaries here. It seemed to me that we weren't overly disturbed 
in terms of the professionalism, if I can put it that way, of that 
group of people. While we can appreciate the need for uniformity 
in terms of standards and applying the same rules, at the same 
time it waS a guestion of how far a government would intrude 
itself into regulating that particular discipline. 


Mo. eiWickblams: iAS#twin pinderstandsstt;agine othe eStatesn gine 
actuaries have to certify their assumptions when they release the 
program it. I presume that means nothing more than that they have 
tov give sanscactuarmial pmopinion pithat «~hasertheir sncentiuticare ton 
endorsation on it, just like a lawyer would give a legal opinion 
Or something like that. Or is there something more involved? How 
would that differ. from, say, what would .be. mequired if this 
recommendation one was acted upon and regulations were prescribed? 


Mram BYOWNR ten LiodO® NOt eipractise-prn Wthe«<diS. ,GSGcusecl, ieserlon 
per cent familiar with the requirements under ERISA. But, as I 
understand it, the one major difference in the actuary's task down 
there is that he is Supposed to use a best estimate basis. In 
other words, he is not to be either conservative or liberal. He is 
to try to use a basis which represents his best estimate of each 
particular Eactor- 


Thesakind, Ofdecentitacateserthat: «the wwactuare Signs ssi tee 
valuation submitted to the pension commission is for two purposes; 
that is just a point I wanted to make as well. The income tax 
people are also interested in this whole subject area. 


The certificate that he signs there will simply say that the 
minimum payments that are required under the pension benefits to 
keep the plan on side with the contribution requirements under the 
Pension Benefits Act are thus and SO. Under the new 
recommendations, he is also required to give his opinion that the 
assumptions are adequate and appropriate and that the methods are 
in accordance with generally accepted actuarial practice. Then he 
hast toOuersign! othat«sJdfoshe-its secensciously“Ssaying;s that ,they +-are 
adequate and appropriate, I think he is making a fairly strong 
statement ait! 1S waicbliteastronger ithanehiss.counterpart: a eineitie 
United States. 
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The interest of the tax department--this sort of goes back 
to the chairman's remarks a few minutes ago--is that the client 
sponsor not be permitted to abuse the tax privilege by putting in 
more money then really needs to be there because it means a tax 
deduction on the contributions. In some sense this is going in the 
Other direction; we are looking at it from a direction different 
from the solvency concern or the benefit security concern of the 
pension commission. 


The tax department have now made it explicit that they want 
to see the same certificate that goes to the pension commission. 
They just want one valuation for both purposes. This in itself 
tends, if you like, to balance the actuary's approach to the whole 
thing. He has to be able to support the reguirements that the 
moriey Sgo Fin; and "he “also*has''*to be “able’® to'’jJustify that Lt is 
enough, in his judgement, to fund the benefit. 


Mr. Williams: But to the best of your knowledge, the 
method of certifying in the States does not substantially differ 
from from what is being done here? 


Mie.  DUOWIT ap NOU COYeciie” “best ‘or ny “knowledge *but,; ~as =i 
Sayvzui cam really: notralivthat! familiar wrth at. 


Mr. Priestner: You can come at the problem from several 
directions. I don't think the commission has ever been concerned 
with the professionalism of the actuarial profession. If the 
Commission ‘Had “a® ‘concern’ asa ‘group; "rt" would “be analogous ‘toa 
building inspector who could have everybody prove to him that this 
insulation is as good as what is specified in your code. It takes 
a long time for a layman member of that commission to sort through 
whether the solvency is being adequately dealt with in this group 
Or =themotherwgroup.,- 1+ tink «a slot* of “the* push-*for reducing “che 
options available and having better quality comes from an 
understanding on the part of not only the commission, but the 
beneficiaries of the plan and everything else so that is a 
desirable, Goatn + or tsi tsemiown, taking nothing away from. the 
professionalism of the actuary. 


From’ -thelsA f£enanesala analyst's< point /offiwiew, “when the ‘1s 
comparing company A with company B, there can be a big difference 
in what appears to be future liability, based on various interest 
assumptions or any other kind of assumptions, so there is a push 
for standardization, more confinement and so on. Nobody really 
knows how to do it properly--that is the trouble--because the 
Vairolwe sueare! 4 sos*largeimand-“they”= are’ changing “so “quickly, 
especially in times of inflation, that to prescribe which ones are 
acceptable now and say these others aren't would be a task that I 
wouldn't like to take on. 


Mr. Chairman: My concern in a general way was are you 
creating#*narepotential 'foris dislocation “that “may “be unnecessary, 
bearing in mind that without Suggesting that the pension 
commissions is arbitrary or dictatorial in any way, they do have 
the final say? There would surely be a safeguard. 


Mr. Brown: I guess really our comment in the commission 
IST thatipetheyns have othe. final’ say = mow,” but ait is a question 
sometimes of appearing to have the final say as well as having if, 
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In the second group of recommendations, dealing with various 
methods and techniques, the general thrust of these is a desire 
for greater precision and consistency in valuations, and that is 
obviously intended to make the actuary'S conclusions more 
understandable to employees, employers and the public, the point 
Ted was just making. 


This group of recommendations also reflects an explicit 
attempt to strengthen pension funding, a logical consequence of 
adopting more accurate methods of estimating future trends and 
Such cost determinants as interest rates, salaries and employee 
CUrNOVEL. 


We share with the royal commission this desire for greater 
confidence in the cost basis of pension plans and certainly for 
methods and assumptions which will make sense to the informed plan 
member or sponsor. At the same time, it must be observed that no 
great improvement in the accuracy of pension costing can be 
expected so long as many of the cost determinants persist in 
behaving in erratic and unpredictable ways over the short term. 
Since inaccuracy iS inevitable, the s.actuaniak, hunction sac 
necessity involves the use of various allowances and assumptions 
which are not easily explained to the lay person, but nevertheless 
Succeed, aS a rule, in keeping the plan solvent from one valuation 
to, thesnext. 


These realities, we believe, are recognized by the royal 
commission, and its recommendations in effect would leave to the 
actuary: umuch » of; . the ~lathtude., that» 1sovcur nentLys -exenrci sed aim 
remains to consider carefully whether the several types of 
restriction advocated in the report would be productive in 
practices stint thatywceonnectiompive sicanry only isavewthateanyvamore 
specific comment would require further study, that is, in addition 
to the continuous monitoring of funding methods and techniques 
that constitute much of the work of the pension commission and its 
staff. 


The third and most difficult group of recommendations on 
funding deals with the royal commission's concern that the minimum 
funding level for past service benefit increases in flat benefit 
plansxsistb inadequate sacThe samepor ty mil:Sio not ;ySpecdfacen- about, e-the 
weaknesses of the present funding requirements nor about what 
Standards should replace those now provided for all defined 
benefit plans, but there is a definite concern’ of.- thes, royal 
commission that comes through there in their recommendations. The 
fact that they are not more specific may be explained by looking 
at some of the complexities. 
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First, the terms of many of these plans are subject to 
labour-management negotiations. If both parties in bargaining are 
sufficiently knowledgeable about the methods of determining 
pension costs and about the benefit security implications of 
various funding strategies, it might be counterproductive for the 
legislation to impose any special constraints on the upgrading of 
benefits. 


o 


If the excess interest approach is extended from its 
application to benefits of pensioners and vested terminated 
employees to active employees as well, and if the appropriate 
Denchimgek Incerest! rate for 'this™purposesis sultimately»>tofibe fa 
real rate--let's say three per cent, for instance--in the range of 
nwo "LO four” perm cent per== year ,-then the “evertaalle impact “on 
employer contributions is very Significant and will increase costs 
very substantially. 


The royal commission recommendations were formulated against 
an assumed background of no government-sponsored plan termination 
insurance or guarantee fund. Now, with plan termination insurance 
just recently established in Ontario, it is not clear just what 
direction ought to be taken by the funding requirements for flat 
benefit plans. On the one hand, stronger funding may seem less 
urgent since the guarantee fund will Support benefit payments in 
cases where underfunded plans are terminated. On the other hand, 
Stronger funding requirements may be appropriate in order to 
prevent undue and unfair reliance on the guarantee fund, which is 
Supported by other plan sponsors and by the taxpayers in general. 


To”*sum- “Up Pp ™*we'S views thel™question<” ofOsspecial~ siunding 
requirements for flat benefit plans aS an important and complex 
one, but that some other areas of reform have higher priority. 
This is partly because some of these other matters can be dealt 
with immediately and partly because further technical research is 
needed to find the best solution to the flat benefit funding 
problem. In other words, the royal commission does not really come 
up with any pat answers on this. We do not have any either, but we 
think there is some work to be done and some better answers can be 
found than we are uSing right now. 


Mr. Williams: Could you elaborate a bit On fi. toman 
termination insurance ‘that has recently been ~- set up, ~how 
comprehensive that is? 


Mr. Brown: ItsS comprehensiveness in terms of what plans 
are covered? 


Moe. “Wid ramss2<)Lan®= termination ®*instir ance sis. oiwhatn I fam 


talking about. 


Mr. Brown: The plan termination insurance coverage 
applies to any plan which has benefits for employees in 
Ontario--they may have employees elsewhere--and which provides a 
defined benefit, rather than a money purchase type of plan. With 
some exceptions that are to be spelled out by regulation, and the 
regulations have not yet been published, it is understood that 
probably the public sector employer plans, which are really not 
subjyectesin--any” material way’ to Cthis@=*kind’ of “ratsk;s and Ssthe 
multi-employer plans, which are both less at risk than the typical 
Single employer and also much messier to deal with if you try to 
apply this concept to them, will likely be exempted. Every other 
plan that covers Ontario employees with defined benefits will be 
included in the coverage of the guarantee fund. 


Mey Wildiams#viaAgain IT am using °the» system) ininthe:msStates 
for comparison purposes. I am talking about private plans with 
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private corporations. I understand that those corporations are 
liable for their own funded guarantee benefits up to 30 per cent 
of their net worth; after that, the plan termination fund picks up 
the balance. How does that compare? 


Mrsae Boownite dw) thiinkasyour,  yHAderstanding. Of, the,sAmericag 
Pension Benefit Guarantee Corporation agrees with what my 
understanding is. The concept iS somewhat different in the Ontario 
legislation. There the first presumption, if a plan is terminated, 
is that the employer is not necessarily going out of business. He 
may close a plant down but continue the business somewhere else. 
In that case, the legislation now imposes on him an obligation to 
continue the funding of benefits for employees who are entitled to 
vested benefits in that plan. 


Tiwheoclosesedown pay plant Lingone panteofpontanio0s-endrstanee 
up somewhere else or continues the operation somewhere else, he 
has to make a determination of what unfunded liabilities there may 
be when that plan winds up with respect to benefits that are 
vested under the plan--not just the ones that may be guaranteed 
under the guarantee part of the legislation but any other benefits 
that are vested to which the employees that are affected by the 
closing are entitled. He will have to keep on paying money into 
that plan even though the plan itself has been terminated. 


In the case where the employer dies or goes bankrupt, or if 
he really does go out of business, then the guarantee fund comes 
into}«operation; <buty motesuntadl fthen. > AS! longp.asi stheysemplover 
Survives in some form, he can continue funding. That's his first 
obligation. He doesn't have to do that in a lump sum when the plan 
terminates. There will be a period of time allowed, up to 10 
years, for him to complete the funding of any provision that's 
there. 


That's the big difference between the Ontario law and the 
American law. The American law requires a termination of this 
deficiency at the time the plan terminates, and it creates a lien 
against the employer's assets for up to as much as 30 per cent of 
his net worth. Really it attempts to require that amount to be 
paid in right then if the employer has sufficient assets to do it. 
There is no continuing funding concept at all. If he is not able 
to meet the lump-sum requirement at the time the plan terminates, 
then their guarantee fund comes into operation, and it involves 
them in having to look at the employer's net worth in every case 
where a plan terminates. We are hoping we will not get into that, 
pariticutzarctyert shes-can/d tpetfiordent, 


If the employer does go out of business, and the possibility 
arises then that the guarantee fund will come into play, then 
there 51S a,dden om the jassets4sof,the employerns<L donit think,.boute 
really ua @ppliornpty JwAsl<understandt ot, sit «amounts 4to..putting,. ithe 
guarantee corporation in line with other unsecured creditors of 
the employer. It's unlikely that the guarantee fund will recover 
very much money in most of those cases. If the employer goes 
bankrupt, the degree of preference given to the guarantee fund is 
relatively low. 


Mr. Chairman: You would need an amendment to the federal 
Bankruptcy Act, would you “not, to. give it Some priority (cm 
preferential treatment? 
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hr eet owt coereccthank Bthares Tcorrect. Sidon tyriknow "rir even 


then it -could be done. 


Mie" SCiterrman: WeCéerteitnlys-ras 9 et qe understand, | hthe '— federal 
jurisdiction it would have to come from that quarter rather than 
the province trying to (inaudible) the preferential position, 
which means that all in all it is (inaudible) than anything else. 
It doesn't provide any security. I suppose it's notice of a claim. 


MrasUBrOWwns srCis palmoststap formalityvss id “suppose, Zt you 
are going to fall back on a government-operated guarantee plan to 
make good somebody's deficiencies, then there has to be at least 
an attempt to make a claim against the employer's assets in that 
case to try to cover it. But the cases that we are talking about 
are ones where most of them have gone into bankruptcy. We haven't 
had ones yet, sincidentarly - Welire ;crossings.our fingers. In.most 
Ccases--of bankruptcy -IL.edon't »think. the, application. of,.,this.lien 
would have any meaning at all. 


Mraeobvandt 6 Onmithiso insurance?) fundjethateyouysare), talking 
about, Mr. Brown, did this come after the Prestolite situation in 
Sarnia? Do you happen to be familiar with that particular case? 


Mr. Brown: Yes, we have some familiarity with that case. 


Mr. Brandt: I expect the example that you gave was, I 
think, a rather specific example of what happened in the instance 
of Prestolite, where the company moved an unfunded liability and 
then-- 


Mr. Brown: My understanding of the Origin of the 
PegreLacrone rs thet rt had?*tor-do *with™ a’-'concern® about’ plant 
closings, of which there were quite a few over a period of a year 
Or two, and some of which, like the Prestolite situation, were 
very messy Situations as far as the winding up of their pension 
plan was concerned. 


There was particular concern in the case of multinational or 
multibranch plant operations that the employer could just fold up 
his operation and walk away from his pension obligations to these 
people. 


: THES Guarantees wiund twas aniiattemptTto-sbindE asimechanisms.-co 
deal with that problem. Whether, in fact, it will be effective in 
dealing withvit=*is another ‘matter?’ *IE you~ gét a” very ei-arge 
bankrupty, for example, if Massey were to go,-- 


Mr. Brandt: Phil Gillies just had a mild heart attack. 


Mr. Brown: --we would have to collect premiums in that 
fund for years and years before we would ever have enough money to 
begin addressing the guaranteed liabilities for the pension plans 
that they operate. 


Mriwgibrandt:2 Inv essence, Ethoughsinthes “kind ofsrplan) that us 
in place now would have built in a safeguard against the sort of 
svtuatron S that ~“happened™ with **Pprestobite, “with *“an~ unfunded 
liability that left the workers really without any protection, 
insofar as their pensions were concerned. 


LZ 


Mr. Brown: Beyond whatever assets happened to be in the 
pension funa. 


Mr *Chalrinank® SPiew this *rso-calledsibien :sksiimtore “apparent 
than real--and it strikes me that it is--then if it could be made 
effective in terms of establishing a priority, if not a secured 
position, that in itself might again create more harm than good. I 
am=""ChinkingY of) meSt=-O£° sthieig organi zatons= (oreicorporat Tone athar 
would never experience a problem but may have to be concerned in 
terms of their own financing of determining what that outstanding 
Miabibity arignit sb]. 


Mr. Brown: That is one of the things that there has been 
a lot of concern about in the United States. The banks and other 
lending organizations are conscious of the existence of this 
potential lien by the Pension Benefits Guarantee Corporation 
against some company that may want to borrow from them. They are 
quite concerned about how it affects the security of their loan. 


I do not know whether there will be comparable concern about 
Ontario companies or not, but I would not think so. I do not think 
we are talking about-- 


Mr. Chairman: Not at present. 
Mr. Brown: Not with the laws we have here. 


Me. Cd¢Chairman: }oNo;)sibutyou ficateowasdsmadesemores [effective 
through federal legislation--I am suggesting, for example, through 
the Bankruptcy Act--then we could create a bigger problem than we 
solve. 


Mr.- Priestnersio\P ‘agree swith ©you.s °The ‘type ‘of , company 
that is likely to need this guarantee protection is exactly the 
one that would have to pay more for their funding, for a-day-to- 
day business, because there is this big question mark that 
hitherto was down below the financial statements in a footnote and 
that never became a claim against the corporation. They knew 
exactly what it was they were lending money--what security was 
securing their loans. Now there is this undefined thing, over 
which they have very little day to day operating control, coming 
in and making a claim ahead of them. All it would do is shoot up 
interest rates and/or prevent them from borrowing at all. That 
nmaghtvetriggér “thei ©oldatiunde peselfgas sovmiaitisdrstma Diver yasconmiex 
question. 


The other thing I think we ought to keep in mind, even 
though the regulations are not out or published or even written, 
is that there is just no relationship at all between the amount of 
premiums you could collect without hurting the whole system, 
compared to one major claim. 


you ‘can collect sandy collect) «and acollect cianttget. yourserr 
$1.5 million or $2 million and then have the hundredth largest 
company in Canada with an unfunded liability of $60 million or $70 
million. That is the problem. 


Le 


MreetoGitaessvnl lany.surepiyou,..are..»verny: .famidadarg with the 
Brcuabionuctiwa sarge, company, insmy riding sel willidmotsésdayy which 
PiCGeboeCcaUne eT Le Lis aneot¥ cy.matter.~.of public record. but, tit. .was 
exactly the same thing. They were going through a refinancing a 
couple of months ago. The banks became very nervous because they 
knew that there was a pecking order and the pension fund would get 
in ahead of them. There was some manoeuvering at this end to try 
to take care of those fears. 


I think it is a legitimate problem. In a time of perhaps 
financial downturn, this could become an increasing problem for an 
increasing number of companies. 


Mr. sRrestnens -dastiwnksoun?) bottomokbne «position. sis that 
Boma lott oObimeasonssittetis | notodreby.c.onmthats as. astpanacea for 
relaxing all of the rules that have held us together for the last 
18 years. 


MrangzGrlilvess Certaindy .wotyieibutyml »quaiter lconcun+6wi th a my 
colleague when he says that it could pose a problem to tighten 
those rules up too much. 


Mr. Mackenzie: would the lien in respect to the 
Prestolite plant that has been referred to here have effectively 
stopped--not that I think there was that much money involved--the 
disposal of the eguipment that came out of that plant and went 
across the bridge to the other side? 


Mr. Brown: My recollection of the facts in the 
Prestolite \case ‘is. that the 8 company had other» operations in 
Ontarvo.itm £act,, they lare!.stillein business,so’ theirsliensan? that 
sense would not have come into play. What would have happened is 
if the law had been in place at the time they closed the plant in 
Sarnia, there would have been an obligation on the company to keep 
putting money into the plant to cover the unfunded liability for 
vested benefits. It is perhaps unfortunate because [I think that 
particular case--and perhaps one or two others not too different 
from it--were the main motives behind putting the guarantee fund 
in place, and it has a lot of other ramifications. 


Mr. Jones: At the very Start--I guess at is 
recommendation one under funding insolvency--you mentioned you 
would like to see prescribed by law and regulation instead of 
petervinga (to,nfusage jand., practices /siwebelievebseardier ,4in, the 
familiarization time that we went through here someone said that 
they held the view perhaps there was a very vital flexibility when 
they weren't locked in, as it were, by regulation and by law. 
Otherwise, they would have found themselves in a lot of cases 
where they were acting in the best interest of the fund and those 
receiving the fund, and this ties in with what you were saying in 
response to these questions. 


We had the institute: ».f+.ACctuaries here with some 
recommendations that they would like to see for improvement. Is it 
OutSide the realm of possibility that they could achieve some 
guidelines and some ways of evolving them in an effective way that 
would be short of law and regulation so that we would have the 
flexibility that apparently has served you well in the past? 
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Mr.” Browns Sr. .think «you. prefaced your, Jquest LOnifby . yr S+sit 
conceivable that." I can answer that, yes. 


The kind of problems that the commission finds itself 
in--and it can be awkward to both the commission and _ the 
profession--is with what we might call borderline situations where 
you are not very happy about the whole thing. You are concerned 
that the employer might not be very strong, that he is looking for 
any, eway,,.to cut. his .costs,..to» the, minimum .and «so phe. enlistss his 
actuary to try to help him with his problem. The recommendations 
and the standards that the profession are laying down may not help 
uS very much with those problems. I think that in those cases it 
would be very,useful, for the commission, to,.be.,able.to,.say,."LO0k, 
this just isn't good enough as far aS we are concerned," without 
having to refer it to some other body like the actuarial institute. 


Mr....Joness.. It .came .up,..and.I1 ,know that. there wasiéssome 
feeling from Mr. Peterson about it. You were saying how apparently 
it has worked well under Mr. Bentley, but some time in the future 
the commission may have those laws and regulations. I was just 
curious whether this was sort of an adamant thing, and I guess 
when you answered me you were worried that the actuaries would 
come out on the side of their people and the commission wants to 
have the law and the regulations there to point to. 


3/ PLM. 


Mr. Browp:.. I. think Jf) lusis,s whe ~akind of disputessthataune 
have had in the past--and I want to say there haven't been many of 
the kinds of disputes that used to take place during the period of 
time that I have been on. It is also, I Suppose, a pretty direct 
effectnwfiistheykind!ofw infikation! »that thaso-beenergoing foneaywlencan 
remember when this legislation was first passed there was an 
informal guideline that actuaries would not use evaluation 
interest rates higher than five per cent. Five per cent was 
considered a pretty liberal assumption in those days. 


As the world changed, that has gradually evolved and it has 
been a sometimes painful process for the commission and for some 
ofthe. actuaries, too. If it weren't forthe guidelines.that are in 
place, we might very well defend a much higher evaluation rate or 
a totally different approach to the problem. 


We have had a situation where the commission kind of 
Struggles away with the changing world and yet is supposed to be 
deferring to the actuarial profession on the problem. I think it 
would be better from everyone's point of view det the 
responsibility for dealing with the things was placed squarely in 
the hands of the commission. 


Mr....Priestner; Is .that the last eofijthen questions sonoatre 
funding solvency? 


Mr.) Chairman:i¢ Aso far as I. know. 1. -haven't -«perceived 
anyone else wanting to ask a question. 


Mr. Priestner: Thank you, Mr. Chairman. 
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All through the piece today we have been talking about the 
strong desire, if not need, to “have uniformity among all of the 
various provincial and federal organizations that get involved in 
aie process Of ~réguiating~ pensions “ini™the * pravate’sectors 1s would 
fine GOLdOn™Miliing to” take“us*through ‘the’ Last o£iount four? major 
aeeas OL Concern, that™-is;, the“uniformity -arear 


Mr. Milling: The recommendations dealing with uniformity 
are recommendations 157 to 161 in the royal commission report. We 
make reference here to the chapter on constitutional issues in 
Peeume~ sciiree**or'@=the'Vroyal Scommissionsreport> srhe’sloxnindipal 
argument is that the provinces, which have the legislative power 
to regulate private pension plans, should strive to achieve and 
maintain a workable degree of uniformity in their approach to this 
task. Some provinces have not as yet enacted pension benefits 
Wegislation-“and,* among “those *‘that ~-have,®© certain” "significant 
differences in approach are seen to have developed in the recent 
past. 


What we suggest is that new initiatives are required in 
Order to ensure that necessary changes in pension legislation 
don't create unnecessary difficulties either for the plan sponsors 
Or for workers whose pension rightS are subject to several 
different laws and regulations. 


The present Situation is that pension benefits legislation 
has been enacted in Ontario, Quebec, Alberta, Saskatchewan, Nova 
Scotia and Manitoba and in the federal jurisdiction. The federal 
jurisdiction includes the Northwest Territories and the Yukon. The 
Statutes in each case make provision for those jurisdictions 
Dbaving = Lequstatiron”’’“to--make~*certain?-reciprocaly dealsy tomsthe 
registration, the audit and inspection of pension plans. 


This province is a party to such agreements* with all six 
governments on the strength of the fact that their laws and 
regulations are, in the words of the reciprocal agreements, 
Similar. The effect of the reciprocal agreements is that a plan 
with members in more than one of the participating jurisdictions 
is registered with and supervised by the authority within the 
jurisdiction having a plurity of the members. 


This reference is to section 10(2) of the Pension Benefits 
Act. ins Jj974 7 tinder *titvs4+section,” the* Canadian? "Association Sof 
Pension Supervisory Authorities or, as we generally know it, 
CAPSA, was formed. This consultative body is broadly responsible 
ror promoting’ a--unizorm’*approach “to-*the® regulation "of “pension 
plans. 


CAPSA iS primarily concerned with the operation of the 
reciprocal agreements. However, it also serves as a forum for 
discussions of proposed amendments of a substantive nature before 
such changes actually become government policy. In this latter 
role, CAPSA's effectiveness is limited by the fact that the CAPSA 
proceedings do not generally involve policy makers from the 
several governments. The provinces without pension benefits acts 
naturally cannot participate directly in these discussions. The 
members of CAPSA make some effort to keep those provinces 
reasonably up to date with recent developments. 
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The royal commission points out in volume III that the goal 
of aniformit yoris nov) Ho eben yegarded, ias'sso.,.vital sthat, the -pursuit 
of uniformity serves £06 y LOCK necessary changes a 9 the 
legislation. Some rather important policy differences are now 
reflected in recent amendments to some provincial acts, and more 
differences would result if Ontario were to < implement, for 
instance, the vesting and portability measures discussed 
previously. 


What we note here is that the principle should be that if 
the Legislature determines that the Pension Benefits Act is in 
urgent need of revision, and both the royal commission and the PCO 
believe that is so, in that case there can be no question of 
delaying the changes until all jurisdictions are prepared to move 
in concert. It is highly desirable, at the same time, that a 
consensus among the several governments be sought so that the 
necessary changes may be made, while maintaining at least a 
workable degree of uniformity. 


In recommendation 160, the royal commission proposed that an 
agency for policy co-ordination be established, that this body 
operate «in» parallel» |with» CAPSA, you |) might») say, and, «thats the 
government of Ontario attempt to pursue the goal of uniformity 
through direct contact with other governments within the structure 
of this new agency. 


The question of which government might take the initiative 
ins tsettingupica smechanism, form<«<policy ,cosorndinationiirs, of, some 
importance. Here we recall that it was this province that took the 
necesSary first step toward uniform pension legislation in 1964 by 
inviting other provinces to a conference on portable pension 
legislation. The conference took place in Toronto on October 16, 
1964, and was attended by representatives from all the provinces 
and also by observers from the federal government. 
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The conference came to an agreement that a model uniform 
pension act should be drafted for study. They also agreed to 
recommend the formation of an interprovincial committee with a 
secretariat in Toronto to continue studies on portable pension 
legislation. 


The draft legislation was, in fact, prepared within a few 
weeks and subsequent meetings laid the groundwork for the various 
pension benefits acts that we have already referred to. The 
necessary reciprocal agreements followed closely on the heels of 
the statutes as they came into force. Of course in 1974, as we 
have already mentioned, CAPSA was set up. 


There may be a variety of channels through which the goal of 
uniform pension legislation might be pursued, and we have to take 
into account the possibility of some initiative at the federal 
level. We can simply mention here that it would seem appropriate 
for the provinces themselves to take the initiative. It also 
follows from that that the way is open for this province, if it 
chooses to start a new round of interprovincial consultation on 
this subject. 


ty 


Meee Chalrman se isrtami ewondenimngiwificat «thisn point wesscould 
pause for a moment because the concept here is to create a council 
at the political level, 1f£ I ‘am not mistaken,, in. addition, to CAPSA. 


Just musing, I Suppose when CAPSA covers only six provinces 
that a council of ministers responsible for pensions from each of 
the provinces could enlist those provinces not yet involved in the 
pension field through CAPSA. If that is the suggestion, it would 
Strike me as a worthwhile one. Am I summing up your thinking as 
you present it? 


MicsOiebongsonves mmMr parChaartman. paipathink vethateisippretty 
much what we say. We have to recognize that the terms of reference 
of CAPSA do not include the policy makers simply because the main 
function of CAPSA is based on the reciprocal deals that have been 
made among the various authorities. The function, therefore, is 
primarily one of dovetailing the procedures for the putting into 
operation of statutes and regulations. 


The question of possible changes to legislation is one that 
has been discussed regularly within CAPSA, but during those 
discussions the policy makers are just not there. Yes, it would be 
possible for CAPSA to make one or more CAPSA meetings open to 
Ministers, if that were considered proper for the Supervisors so 
EO Sdn: 


The royal commission, however, has a valid point here and 
Poet, iSae that Wythe eipmecedence ithasiicbeenniltaid in thesupast gun 
Conmmectionsiwithisotherpakinds tof. legislations = for :iministerial 
conferences. That is probably the way to go. 


Mr. Chairman: I think there is ample precedent in other 
areas. Do you have at the CAPSA meetings observers from provinces 
without pension commissions? 


Mess Milling: i+ would!’ have’Stto'srefer) this ,tol oupvetr tend 
Mr. Bentley, I think. It was not any of us. who have been at CAPSA 
meetings. 


Mr. Priestner: We are outSiders. Wells. only tells us 
what he wants us to know. 


Mr. Chairman: I will address that question to the real 
authority then. 


Meex Bent leyeuehistorically, ever ‘since the formation of 
CAPSA, we have invited all other jurisdictions who may not have 
legislation to send observers or representatives to the CAPSA 
meetings for two reasons. One is to keep them informed of what we 
are talking about. The second one, of course, is to get input from 
them;"sirom thei e-jorisdictions. SY¥es, tIthhiss has trrakways sbeen a 
consistent approach taken by CAPSA. When it comes to a vote, they 
do not have a vote, unfortunately, but they sure have input, just 
the same as I do even though I am not a member of CAPSA. 


Mr. Peterson: What about the provinces that do not have 
either a commission or legislation? Is it just whatever goes, 
goes? Anybody can have whatever they want, no rules? If that is 
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the case, are there a lot of problems? Maybe it functions all 
right without it. I do not know. Do they fund them however they 
feel like doing it or whenever they want to do 1t? 


Mr. Bentley: Do you’ mean the jurisdictions’ that have no 
legislation? 


Mr. Peterson: Yes. 
Mr. Brown: Can I comment on that? 


Morea Bertiley viwe, geti. atmloimiofasexpernencepnowtsrde Wet Paur 
territory. 


Mr... Brown #4 "Thejoonlysé Largeovpriovince® thatacdoes? onguibirave 
legislation is BC. I was involved in an analysis of some of the 
statistics on the situation there. 


The way life is now, if you are a BC employer, or if you are 
based in BC but you have employees in Alberta as well, then your 
plan is registered in Alberta even though you may only have a 
handful of people there. We have the rather paradoxical situation 
that the forest industry's plan, which is one of the largest in 
the country with some 80,000 employees, iS registered in the 
province of Saskatchewan because there happens to be some members 
of the International Woodworkers who are participating in that 
large, multi-employer, primarily west coast plan. 


My point is that the number of significant pension plans 
that are not covered or picked up one way or another by the 
existing legislation is much smaller than you might think from the 
fact that there are four provinces without legislation. For as 
soon as they have employees that either come under the federal 
jurisdiction ‘because (ithey are in one yiofpeathe,.,.areas.,that,,they 
Supervise, or they have even a few employees in any province that 
does have a law, then they get caught in the law of that province. 


Mr. Peterson: What about in a case where you did not? 
Mr. Brown: There iS an uncovered area. 
Mronmpeterson: Do they work? 


Mr. Brown: Evidently there have not’ been too many 
disasters or they would have legislation right now. 


Mr. “Peterson siWhyordoesm tt: cBCiwrayes anysilegisiati one] seen 
that itheysxarei just? toomsbowjodonittr carevorudkforgot: iaboutyaiti qexr wis 
it a conscious decision not to have it? 


Mr; @\Brown:ce Id amiinot .sreypabobtoithe whistoryk tim ehankpelt 
would be fair to say they are actually considering it right now. 


Mr. cWillaams? oii iunderstoodn ithatostheyy «now I chavemsdraft 
legislation ready to go. 


Mrsw 2 Brown 2 suQnes 1 of Picthed! sthiimgsniothey incanedawartingwyefor, 
incidentally--and I do know this to be the case--is the report of 
the royal commission to come out. 
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Mr. Williams: This royal commission report. 
Mr. Browns «Yes. 


Mr. Peterson: You say in here that ideally we would move 
Poyeconcert sonfald. ther provinces stbutudon,tewadt. toowlongs vifivou 
have to move on the Pension Benefits Act, go ahead and move. I 
have a couple of questions coming from that. 


Do you have any opinion about what is a reasonable time 
frame? AS I see this thing operating--I am not sure about this--we 
would submit our report to the minister. If the minister likes it, 
and I do not know whether he will or will not, he could possibly 
use our report, plus the royal commission's report, having been 
vetted for the use of this committee, aS a working document at 
least for interprovincial and federal-provincial discussions. 


Mr. Chairman: I have a correction there, Mr. Peterson. 
Our report will go to the Legislature and not to the minister. I 
am Sure the minister would be very interested in it, however. 


Mr. Peterson: Well, technically. But the Legislature 
will not vote on the royal commission's report. 


Mel Ghatrmansiawhatyod eam.csaying bisioythat tthe y-rieportsy as 
Submitted to the Legislature. The minister responsible in this 
field, as I understand it, is the Minister of Consumer and 
Commercial Relations, so Zz am sure there W LL df. be some 
co-ordination. 


Mu eeererersonsqcBuensheo didiinotsvcommissiony they report, 
worchi wsVeurious too,iGisn'tsit, iMr.erChairman?> Anyway, dthanky you 
for that appropriate contribution. 


S220 ep om. 


What do you feel is a reasonable discussion period on this 
kind of thing? What is your sense of the urgency of moving 
Ontartro, faasungscthe support,of: all thei provincesdaswa, whole? 


Mire Priestner: Just on these issues that we are 
addressing here or on any pension issue in the future? 


Mrae Petérson?°9L 2am. egoing, yto2s%ask Gryouse@another question 


about that in a minute. 


Mr. Priestner:; For mi, war ty the sooner the better 
because the debate has gone on extensively and intensively for 
some time now. 


Mr. Peterson: Don't wait for interprovincial agreement? 


Mr .PMPRieSstner.325.  think.l.ins texms.wofiethesaquestion. .ofigua 
policy-making forum available to the various jurisdictions, if 
Such | ©xX1lGfLedh stodayis sat-iwould.bes.an,adeal..vehicle.,tosehlowasout 
proposed government policy to now, to sort out where there were 
major differences or where there were minor differences. It is 
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awfully important with earlier vesting and other proposals that 
they fly, to make sure that this mobility of labour that we keep 
talking about in Canada will really work when it gets down to the 
administration. If you keep sending people in a multiprovincial 
kind of employment situation, or even outside employment, with 
earlier vesting, from one juriSdiction to another, and each has 
slightly different rules, it is just not going to work. 


The chairman made mention of the resiliency of Mr. Bentley 
and how that causes things to happen, and that Wells may not be 
Superintendent forever. I think that is true. I think you have 
spent a good part of the last 18 years trying to promote, formally 
and informally, uniformity to the benefit of Wells. 


It seems to me that getting the policy forum working, to 
sort out what the major from the minor issueS are and to concede 
on the minor ones for the sake of uniformity, is a real priority. 


Mr. Williams: I raised the mobility problem yesterday 
with the witnesses that were here and pointed out that I did not 
think anyone had really identified to the committee, in percentage 
terms, just how serious the mobility problem was. The assumption 
waS made by the delegation before us that a program such as PURS 
just would not work unless all the other provinces got on board. 
With ncthe’ hvghatdegree tofaumobidity, hiyownswoulde notie getnmecie 
universality and you would not get the comprehensive coverage. 


I asked them to determine just how extensive that mobility 
is and, while the program would not be as effective if it was 
implemented initially in Ontario and the others did not get on 
board, at least not right away, why it could not work when you 
consider that we still have a third of the population here. But no 
one was able to identify whether that mobility is taking place 
primarily out of the province or in the province, which I think 
would have some bearing on the effectiveness of any such program 
ifs Ontario: went itwalone,y atleast; initially. 


Mr. Chairman: In responding to that question, you might 
bear in mind that Quebec is not a part of the Canada pension plan, 
and although the plans are parallel, they may grow apart. Bearing 
that in, Mind ‘and the population “of “Quebec, sand. then stone 
concentration of the remaining population in Ontario, I just 
wanted to put that in that context. 


Mr. Williams:. And, lastly, that the mobility. tends. to be 
towards the industrialized heart of the country rather than out, 
with Alberta probably being the exception at this time. If there 
is mobility, it is tending to flow into Ontario from the Maritimes 
and so on. 


Mr. Milling: A rather basic comment should be made at 
this: poinkgodipcwes aresytagLook? ati thesshistormeoversithe. Lest 138 
years, people like Wells Bentley have helped to make this whole, 
rather cumbersome system work, and it has been cumbersome in many 
respects from the point of view of the supervisory authorities 
themselves. 


Dt 


It's quite likely--at least this is something the committee 
might consider, might want to gamble on--that regardless of how 
fast the steps are made towards uniformity, and regardless of how 
many changes are made in various jurisdictions, this essentially 
provincial type of legislation can conceivably be made to work one 
WwayA-Or Wanothercs by takings tshortcuts perhaps; and’ (having h-very 
frequent long-distance phone calls between superintendents in one 
province and another. This is possible. 


Meanwhile, however, the lack of uniformity, the existence of 
different standards in different jurisdictions, means that quite a 
few plan sponsors, pension consultants and particularly workers 
themselves may be tearing their hair out trying to figure out 
which law covers them and when. This waS a major concern of this 
province back in the early days of the legislation, 1963-1964 and 
later, and it's certainly a concern of the royal commission. 


Moo troiestnersiinsijan® employer )scaifyiikve got .asmguyiwhol's 
in a province that has a better vesting benefit or a different one 
Or a better benefit with respect to withdrawal rights, and I say, 
"Come to Ontario, we want you to be our branch manager there, but 
the plan over here is different," it's another obstacle to the 
mobidity® ofi4that tworker /oert "s? rioi/ different) i from iisaying,;ad’wWelds, 
come to Ontario, but your housing is going to be three times as 
expenSive as where you are, and we're not going to do anything 
about it." It's just another problem. 


Mr MCh aLeman: SME. 2 Welliams!,ss penhapssveb mcouldaipointy out sto 
you exhibit No. 101, which you have today. It was prepared by Rick 
Jennings, our research officer. There's a table of the annual 
interprovincial migrations for -1978-1979 on page three, if you 
wanted some detail. 


MrewwWplliamsi™. “haven egot) that'"as’ vets: Ort: hasn't © been 
brought to my attention. Is this as a result of my questions 
yesterday? 


Mr. Chairman: Yes. 


Mire Wi Lams haven voegote that“exhibit: im tupgeo 00% 
Behave: (Oot 99Pand= 00. On, VI mM Sorry. ves, “rt "stright! undernedtn 
here. 


I think the committee members all recognize that it wouldn't 
make life easy for the multinational or the national employers 
that have operations going in different provinces. But because 
Mercer made Such “a~.strong point yesterday © that the PURS-type 
program just would not work, while there has been good progress 
made in dealing with the uniformity situation regarding rules and 
regulations (inaudible), and it has been very encouraging the way 
they have been able to make progress in this area, they said that 
when you come down to such a fundamentally important thing as 
something like the PURS program they just didn't see any way that 
you would ever get the provinces to get together on something like 
that. This is why I asked whether, if that were the ultimate 
result; Pié thatepessimistaiclapproach’ to/itproved “ftsebf -outy the 
program could operate in isolation in one province like Ontario, 
which has such a large segment of the population. 
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Mr” -Priestnerwwmicr quedser 7 tiecotlds“ihawic- tnégeanswver - ert 
wouldn't operate as effectively. The migration figures- are 
interesting, and they are great too. But what's more important 
than “that °“1s’ that -'when  yous"are’ drafting ‘your epblans’> foro your 
employees it becomes a problem you have to deal with even if it's 
a theoretical one. You have got to write down on paper what rules 
are going to apply. Do we have a separate plan in Alberta? Do we 
have a separate plan in Saskatchewan? Are the rules all going to 
be différent? and that® in itself > whether it happens* or not; 1s "an 
up-front kind of problem. 


MoOPBrowns: ‘The ‘others:thing fas that 2i-he-y ous rasa Coking ea 
the question in the context of PURS, that's a little bit different 
from lookingmat ibtawine temmsefof gettingxasunnform ~negqulationsice 
voluntary private plans. The object of PURS, its principal reason 
for being, is to get universal coverage, and you have got kind of 
a peculiar definition of universal coverage if it just operates in 
One province. It really says it'sS contradictory, whereas with 
uniformity in Supervisory legislation you are looking for a 
sufficient degree of uniformity. Every "t" doesn't have to be 
crossed exactly the same way in every statute, but the major ideas 
and the major requirements have to be reasonably closely 
comparable in order for the thing to function properly, which is 
really quite a different degree of requirement or reason for 
requirement from the first concept. 


Mr. Priestner: Another Statistve: | Chat is interesting 
here as well as the migration statistics is that right now I think 
you said we administer 7,700 Ontario plans. We also administer 
1,200 plans on behalf of other jurisdictions? 


Mr... Bentieys*-About®’ i, 200-8*to’* Ly 400Ro Pi -4fongete ste *rexaar 
number. 


Mroi Praestner¢ ito, thesextent ‘that’ =they sare’ allydriterent 
changes the expertise required in administering on behalf of some 
Ocher .ULrtsdicLlion, 


Mr. willvans;:*oThat® 2s* the next “pointes k = was =-qoing- to 
bring- ups) Just bond) this panigqrations smatter Yiohip fmobili tye,9* the 
statistics provided to us by Mr. Jennings, as exhibit 101, really 
touchi“eontthe qualifier? put fonyyesterday..(1t 4is tqurte Velear shar 
che ftmajyoblty ShOf 2ehesemovement.. 1s into (Ontario. It doesn et 
necessarily prevail at this given point in time and, in fact, for 
this one specific time period, 1978-79, there has been a slight 
movement away from rather than into Ontario, but historically I 
think it is quite clear that the majority of the movement has been 
intoebthe ‘provinces.- Tathinkstin thedlonger: term chet probabil yew 
restore itself. I think this is more of an anomaly, given what has 
been happening in the western provinces--maybe not--but in all 
biked inood vat the ,industrial sbases cf bthe “country -_iss torperemain 
here, this is where your labour market is. It's as clear as that. 


Mr.  pePriestnere. 4+ We 4 lgwait -to-sees* what¥leftect = calla the 
corporate mergers have on that. 


Mr. Williams: As I say, the energy issue is one that may 
shift that in the next decade, but in the long term I suggest it 
will probably stay here. 


ee 
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In any event, touching on that matter of our administering a 
lot of these programs, I was coming to that point on page 21 where 
you point out that the obligation is on the jurisdiction where the 
puurality- + of the members = are employed. They «assume,» that 
responsibility. So, in effect--and I am just going to ask you to 
verify this--Ontario bears the brunt of that as far as assuming 
that responsibility. 


Interjection: And administering the plans. 


Mrs. Wistiems «assume, that. ®inyo.thes. vast . mayoritya sot 
cases the plurality of the employees are right here in Ontario. 


Mr. Priestner: But you are administering their plans 
though. 


Mier DeMULey; ANG therm acts . 


Mr. Williams: Mr. Bentley had mentioned this in some of 
Our earlier hearings. I guess at this point in time we have 
TULLE Lents eCOMDULESY LZatiOn.e. tOn., be able... to,, handle, iG) fairly 
eprecrively.: 1S -that-righc.coranot? 


Mra Bentleys.iNO,, not. in that .area.. ID 2siiigettingitherne 
but we are long way from the ultimate. 


Mr. Brown: I was thinking back to when the Saskatchewan 
legislation was amended last year. They gave us a figure on the 
number of plans that are registered in Ontario that have some 
Saskatchewan employees in them. My recollection is that, it was 
about 500. 


Mr. Bentley: Covering about 9,000 employees located in 
Saskatchewan. I think the number of plans was around 450 to 500 
plans that we currently supervise having employees located in 
Other jurisdictions including Saskatchewan. There are about 9,000 
employees in those 500 plans. 


Mr... Brandt: Is it always. .the case that the province that 
has the largest number of employees administers the plan. Is that 
Standard across the country at the moment? 


Mr. Brown: Except for the federal plans. 


MisnebLanadtwse Yes, .excludingp-them..sThat-.~would ibe }the-acase 
in the situation with Saskatchewan? In all instances, there would 
be more Ontario employees than Saskatchewan employees with the 
same company? 


MiwseblOwi.: gliiat, S a LON. 


lyse Chasimabeiel was ,aSkKings IMr. sent Lev Swat. recrprocity 
there was in terms of work load placed on the other provinces. 


Poo ee ot | Le Cala mCORLCCETY pond, leer BamOU tA 
year Since I looked at the statistics, Quebec supervises on behalf 
of Ontario approximately 600 plans where the plurality is in 
Quebec and there are employees located in other jurisdictions. 
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I think Saskatchewan has somewhere in the neighbourhood of 
10 or 12 plans where they Supervise the plan but there are 
employees located in other jurisdictions. Altogether I think there 
are very close to 1,000 plans that are supervised by either Nova 
Scotia, Quebec, Manitoba, Saskatchewan or Alberta, of which there 
are employees located in Ontario but the plurality is in one of 
the other jursidictions. 


I. think, there.sanéso abouty5 SapliansipeaSatlnmecaled vethats ane 
Supervised by the federal government on our behalf. In other 
words, there are employees but it is a different kind of 
agreement. AS you recall from the agreements that I gave to you, 
it is a different agreement with the federal government than we 
have with the other provinces. 


Altogether there. are..very close to 1,000, plans . that. are 
supervised by other jurisdictions but there are employees located 
in Ontario. The supervisory authority, whichever province it 
happens to be, supervises on behalf of the Ontario employees uSing 
Ontario legislation. 


Mr. .Brandts:. .Coming..back .to..the, gquestionw0fs recipnoci ty, 
what is the other side of the coin? How many do we do on behalf of 
the other provinces? 


Mr. Bentley: I think the last fEigure Pat gave me was 
1,400 and some but I am not positive of that one. 


Myre cBrandt: «litmeiSwn0t really that-- 
Mr. Williams: Cost credits-- 


Mrj5 BentileysercNo, gwe. ¢dO git. OUE,- OF, the, ..geodness Or sour 
heart. 


Mr. Peterson: Typical Ontario-- 

Interjections. 

Mir. FPEECESON 2. sh eWant»stoO..ask.-yOuU..a. nypobhetircalwqaquestion. 
Just supposing this committee liked the PURS system unanimously 
and we all thought it was a wonderful thing, do you think the fact 
that other provinces were not interested in that should prevent 
its adoption here? Or do you think one could proceed unilaterally 
with that? 


Mr. Williams: That's the question I asked him earlier 
when you were talking. 


Mr..Peterson: .l.did.not, hear -thatvand .L.apologize,. 


Mr. Priestner: I do not know whether I want to try that 
One. MYyseOpInLONs ,ane ~pEeEGty,.Strong. 


Mr. Brown: I guess. I. have so much trouble with the 
premise that I-- 


Mr tBranadts). Might add:.so.dd we. 
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Mins eceloon.” sie WOULGMZASK —yousSto “try. isto sige by that. 
Would that deficiency alone-- 


Mr. McClellan: To rephrase, the question, would the 
government use its muscle to ram PURS down our throat? 


Mr. Brown: In the province of Saskatchewan they have 
universal medical care. It was the only one at one time. You might 
take that as a possible precedent. 


Mr soMillings: Bringing dit..little closereato®*home,; vy Ontario 
had the only Pension Benefits Act at one time. This act was 
something like four and a half years in the making. It took almost 
five years before it came into effect from the time the committee 
on portable pensions was first established. 


The Robarts government did not delay the passage of this act 
to wait for the other provinces but, as we have pointed out, they 
took initiative in getting the uniformity machinery rolling. It is 
hard for us to be specific--I am speaking for myself anyway--about 
how much difficulty might be created by any one of the measures or 
any group of measures recommended by the royal commission or that 
we have recommended here. What is obviously true--this is not just 
passing a caSual opinion but it iS a matter of fact--is of course 
that the big difference between now and 1964 is that the statute 
is there. All the administrative machinery, except perhaps for 
PURS and the transfer agency, is in place. 


The trained pension commission's staff is in place and in 
the other provinces there is a pretty well-seasoned bunch of 
Supervisory authorities and various administrators. It is a much 
different situation so that in most cases most of the changes we 
are talking about would not take long to put into place if the 
Legislature decided that they were highly desirable and some moves 
ought to be made. 


3:40 p.m. 


Obviously, some would create very great problems with 
uniformity and some would create almost no problems at all. 


Mr. Priestner: What we don't know, of course--and this 
is where it gets very theoretical--is what the multiprovincial 
employer does about it. If he says, "I am going to amend my plan 
® to opt out of PURS as such, but have one like it," he may do it 
right across the country. When that happens we have got many 

people with a PURS-type benefit who are not in the Ontario 
jurisdiction and who will come to that day when they are going to 
have to do something with their collected contributions’ on 
termination. If there is no central agency available to them, they 
are going to have to go into the private sector, or the employers 
arev! Ie'’s+ very! difficulies tolecohntemplatethuntalsiyouq candigetada 
reading of how people are going to behave in the event that a 
Single province moves in that way to a compulsory money-purchase 
type of arrangement. 


Mr. Chairman: It is extremely hypothetical. 


a. 
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Mrs! “Prirestner: It wrealdy “rs, “Lrdon* &” wantastootcontemplace 
it because all it would do is cause David Brown to have more 
commissions than he would know what to do with and to rearrange 
plans” COuSsuit Lo: 


Mr’) "Williams?" Yet <I'm'' sure’ “t's: not'**as- *hypoethetical: sas 
if it were, Say, Prince Edward Island that was going to implement 
the process compared to Ontario. 


Mir Priesther:=-"No;- Lt’ *rsn“t. = les “ar -concfiaered opie 
of a very august group. 


Mr. Peterson: Your boss. 
Mr. Priestner: Sometimes. 


Mr. Chairman: I guess it's extremely hypothetical. I was 
not emphasizing so much the possibility of Ontario soon 
implementing it. Projecting what the spinoff would be is extremely 
hypothetical. 


Mr.“oWiblians: i Just son thatebpoint;is Mras 1Chairman, gnosis 
it has been made clear from the very beginning of our hearings by 
Mr. Bentley and others that obviously all the other provinces and 
the federal authorities as well are sitting back, anxiously 
waiting to see what direction Ontario is going to move in. But we 
are not getting any official readout as to whether those who are 
in the bleachers watching what is happening have a preconceived 
hostility towards the recommendations of the royal commission, or 
whether they have taken no position in political circles, or 
whether there is some sympathy for what the royal commission is 
recommending. I suppose you're not in a position either to give us 
any feedback as to what you are hearing in the field, or are you? 
I don't know. 


MU PiriesLierw@i- dort. think “Go. 1) think s,0UG post ured 
has to be officially that if they get a PURS we will administer 
it. We'll find a way. 


Mr’. Mackenzier’nYou 6 could, fdo..a. .prettyigood..report. card .on 
it, and they have done it already. I think what they are really 
Saying is that it's time we showed the decision-making and the 
leadership and showed them the road we want to go. 


Mr. Milling: It would be a reasonable guess, of course, 
that while the other provinces were waiting for the royal 
commission report a few months ago, now they are waiting for the 
report of this committee. 


Mr. Williams: Again I just come back to what Mercer was 
Saying yesterday. They almost suggested that it wouldn't fly if 
the! sother=- provinces didn? tuigeto. om, board. } I;} read,» into, their 
comments, maybe unfairly, that they felt the other provinces 
weren't even favourably disposed to the possibility of putting 
this type of plan forward. 


Mr. Mackenzie: (inaudible) people before this committee 
who have been favourably disposed either, except for the trust 
companies, 
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Ma. Goeipman: JAsonchairman;,: clitwould’ Like,:-toittouch? on’ this 
question of the expectations that other jurisdictions have of 
Ontario. If those expectations are truly there--and I'm speaking 
to the committee members now--possibly in the new year I would 
EIKS Ctov touch’ 9 base @with* *thosepwother “jurisdictions onm this 
political level. I think that might be an appropriate course of 
action. We have been talking about uniformity and decision at the 
political level. 


Mr.“-Peterson:"That ‘all ®depends?” ome vyoursampointW ofiM view. 
You and Ross McClellan should take the committee's view, and we 
can watch you guys fight about it. 


Mr. Chairman: No. I am throwing that out as a thought. 


Moyo Prvestnert® Thatinsrssarconsistentiice with what i were are 
recommending here with respect to how to achieve uniformity. We 
think there has to be that policy-making level and CAPSA is not a 
policy-making body. 


Mug@ethairman: Wal “certainly e‘don 'tigthinks.Ontario + should, “be 
aloof in terms of seeking these at the political level. 


Mo eeerandt < Ppavidseperhbapss "could £inds.timess toapvisit: athe 
Yukon in January, Mr. Chairman. 


Interjection. 


Mr v2ichaimnans I itin@.iwoude abel idelighted,-:cbutedio am) Just 
throwing that thought out. 


Mr. Peterson: The problem with that very seriously, and 
I have had discussion on that, is this committee has absolutely no 
influence. 


Mr Chairman Levam-sorry? 


Mr. Peterson: This committee has absolutely no influence 
except aS its advice is taken by the minister, whether it is 
Miller or Walker or whoever decides to carry the can on this 
thing, and I assume Treasury is involved. Obviously, they are 
gGing ton veterthis SSThisvasnlts through rthemcommitteesistage’ tyeti 
There is another committee of Treasury and all those guys to look 
at this thing, and then how can we aS a committee bargain with 
Saskatchewan? 


Me. tthairman: eae vs not caequestion® offsbargainuvia #oandrci 
don't want to debate this. You have expressed a point of view, and 
I would think that there is another point of view. 


Mr. Peterson: Whom were you going to meet with? 


Me. Chairman: .@ “don*t wantseto purshe ‘this .*<1eryust: wanted 
at this stage--where we seem to be as an Ontario committee 
assuming a lead role--to throw out the thought that we shouldn't 
be without some humility and consciousness in terms of other 
jurisdictions' points of view. 
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Mr. Williams: In pursuing this concept you are throwing 
out--setting up the new agency at the political level--what time 
frames do you see as being the realistic ones? Is it after this 
committee has made itS recommendations, or would you get the thing 
in place now or get it rolling when there is uncertainty here 
because we haven't finished the work of this committee? 


Mr. Priestner: My view would have been yesterday-- 


Mr. Williams: Even though we are coming to a new plateau 
based on what-- 


Mr. Priestner: My feeling would be that every province, 
because of the totality of the debate on how to deal with the 
pension question, hase tigaee high level of interest in the 
jurisdictional question--how it is going to sort itself out--quite 
apart from the specific recommendations of how to make private 
pension plans more workable or better, and that the forum that we 
are talking about could serve other purposes. To have it in 
existence without this on the immediate agenda wouldn't be harmful 
as far as I waS concerned aS a citizen. I think it has been 
lacking for some time. Wells hasn't been paid for it, but he has 
been playing a policy role, at least trying to bring the forces 
together and keep them on track through some skill on his part. I 
think it ought to be taken not totally from Wells' camp, but to 
move it into the political level as soon as possible would be my 
judgement on that. 


One other point on the first question, I would just like to 
reiterate that while the commisSion hasn't taken a position as a 
commission on PURS, the recommendations contained in our brief and 
that were discussed here today, each and every one of them would 
apply without PURS or stand alone in terms of that. 


Mr. Peterson: Wwe haven't addressed bia in these 
discussions, but we could take time to do that. 


Mr. Chairman: Are we finished with questions up to this 
point? 


Mrz.>Mackenzirewnvesyvidia think vktiiwasr imphicity injesomew.or 
Wells' comments earlier on in the hearings that if there was ever 
a time, regardless of our particular points of view, in the 
overall pension issue to make some changes or reforms or bring 
some uniformity into the private plans, now is the time to do it. 
If we are not going to move now, I think we are wasting a hell of 
a LOCeoP eLiork: 


SOUP eMs 
Mr. Chairman: I think there is some agreement on that, 
Mr. Mackenzie. 


Mrs Priestner £41 "was*going ‘totsaywothestastye part soft our 
submission deals with some of the cost implications of some of the 
recommendations. I do not know whether you want to pursue those, 
or nots: It Ws Uprtotyou;,) Mew Chairman. 
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MriwoChainnan:«tityycertainlky “is ,most» .relevant,. and if you 
care to comment on it, I think it would be appreciated. 


Mops Browns s Laiwoulkds Like, to, preface. this». (by. saying -that 
we had the same problem that you are going to have, and that is 
that we did not have either the time or the resources to really 
take an exhaustive, careful look at all of the cost implications 
of some of the proposals that we were looking at, or have put into 
our submission here, or the ones that you may want to look at. 


That iS a time-consuming and expensive business, but we 
thought that it might be helpful to you if we were, particularly 
on vesting question, to cite some figures from the _ royal 
commission's research. Incidentally, there are a couple of typos 
om lpage 4 202 thatma isfindicdisturbing. sbe domnoet) sthink: ythey? really 
mislead you at all, but in the second line of the paragraph at the 
bottom of page 24, under the heading of "Cost Implications of 
Legislative Proposals," what we intend to say is, "The proposals 
contained in this submission have a potential impact on employer 
pension plan costs," not a political impact. In the very last line 
of that page where we talk about the degree of variability of the 
cost impact on, that should say employers, rather than employees. 


Sub ectmbrowkthosemcor rections, if «Ils.could just. direct. your 
attention for a minute to the table on page 25, this gives you at 
least a very rough idea of the order of magnitude of additional 
cost to employers that would be involved in changing the 45 and 10 
rule to a rule of five-year service, subject to some comments 
which I will come to in a minute. 


The royal commission researchers looked at various types of 
plans and various levels of turnover within the employee group. 
You can see that there is a fair amount of variation, depending on 
those factors, but that the general order of magnitude of the cost 
is somewhere under one per cent of payroll for that. change. That 
is subject to some fairly significant reservations. One is that 
these are costs for new employees, aged 25 on entry, and running 
through to age 65. For any particular plan, the actual cost impact 
will vary according to itS own composition by age and service. 


Secondly, the costs do not take account of the legislated 
excess interest proposal which we have been talking about here, 
and that interacts with the vesting in a fairly significant way. 


Thirdly, the figures do not pinpoint the estimated cost for 
contributory plans if the employer's minimum cost for a vested 
employee is 50 per cent of the cost for the vested benefit, which 
is also one of the royal commission's recommendations and one we 
Suppontvsebutiteatiavounslookweatue the ~ftgures for non-contributory 
plans, it sort of gives you an upper limit on what the impact 
would be for the contributory plan. 


As for the effects of the legislated excess interest 
approach, I think we have already made it pretty clear, and I am 
Sure you have heard this from others, that here we are talking 
about some fairly significant costs. This is where it would really 
be nice to have the chance to do some more background studies and 
research on what we are talking about under various circumstances. 
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By way of illustration, we have included a table down at the 
bottom of page 26 which shows the value of a vested pension of 
$100 per month payable for life to a female when she attains age 
65° ‘at: *varidousagés now)'s 3034040, 650 ,.o andeneé ly cakcukatedmthirst 
according to a three per cent interest basis, which is sort of 
typical of what you might call a noninflationary valuation basis, 
and, secondly, on a seven per cent basis, which is probably closer 
to the typical assumption that is being made by plans these days. 


The ratio of the first value to the second one, as shown in 
the last column there, ranges from over 500 per cent at age 30 to 
about 170 per cent at age 60. Those ratios include the effect of 
continuing the excess interest adjustments beyond the age of 
retirement. In other words, it's not just during the deferred 
period but right through for the life of the employee after he 
Starts drawing the vested pension. 


What that table is saying is that if you went to a three per 
cent benchmark--and one of those things that we really haven't 
talked about in very much detail is what iS an appropriate kind of 
benchmark?--which some people see as the eventual goal, a rate 
that is something like the noninflationary rate of interest, if 
there is such a concept, the relative value of the vested benefit 
to the terminating employee is going to be multiplied by this kind 
of ratio. Another way of saying the same thing is that that's a 
measure of what the employee is losing now by getting a fixed 
benefit instead of one that is adjusted in some way for inflation 
during the deferred period and the post-retirement period. 


Those are really generalizations. They are meant to be 
indicators or helpers. As L say, we don't have really 
comprehensive stuff on costs. In the proposals we are advancing 
here the costs are mainly in those two areas, that is, in the 
vesting portability area and in the inflation-adjustment mechanism. 


There are a lot of other subject areas that you are probably 
looking at that we haven't talked about where cost may be a factor 
as well. In the other things that we discussed, like uniformity 
and; so=oo0n7221l bdomkts thinkisyougecanmaquantify, orfpmeasure+-costs. 
Certainly there are some costs associated with lack of uniformity, 
but we have confined ourselves to things we could put some sort of 
more definitive measurements on. 


Mr. Priestner: I think the last time I looked at one of 
those FEI surveys it showed that, across the board, employers 
generally pay about 7.5 per cent to support the pension plans. So 
you would be saying that in the worst case it would go to 8.5 per 
cent for the improved vesting. Is that right? 


Mr. Brown? That's “right? 


Mr. Priestner: One per cent doesn't sound like very 
much, but when it's one on 7.5 it sounds like more. 


Mr. Brown: You should have looked at the survey. The 
worst case only happens where the employer has a 45 and 10 vesting 
rule now, that is, where he's just got minimum compliance with the 
law. My recollection is that most of the employers covered by that 
Survey have considerably better vesting rules than the minimum. 


fiat 


Mr. Sseoreetners hut! thes cost Sain. that gcase>). isSvuniversal 
across the board to the extent that he approves his benefit. The 
cost of excess interest is, of course, determined by the ratio of 
pensioners and vested pensioners to the total population. Each one 
of them costs a lot. What it costs in total depends on the mix. 


Mr. Brown: Sure. I think maybe we said at one point that 
if you've got a plan with five pensioners for every 100 active 
employees you have a much smaller cost for the excess interest 
approach on your pensioners than if you have one with 50 employee 
retirees for every 100 active employees. 


The impact on different employers--mature employers, new 
companies and so on--will be tremendously variable. You have to be 
a little bit cautious in generalizing about these things. The 
railways, for example, don't come under provincial jurisdiction, 
but they have got long-established, old plans with large groups of 
pensioners and shrinking groups of active employees. With a plan 
like that, these kinds of proposals can have a very significant 
COSt- impact. 


4 p.m. 


Mr. Chairman: That was very interesting. I must’ thank 
you gentlemen for a very productive day. I think I am speaking on 
behalf of all the members when I say that we certainly enjoyed 
your comments and we have learned from the answers that you have 
given us to our questions. Thanks for taking the time to come 
before us today. 


Mr. Brandt: Mr. Chairman, before you close off I have 
one question that perhaps has more relevance tO my = own 
puLIeai1Ccion -tnan  otners. your last point “brought “cto “mind a 
particular concern that I have, which is the railroad employees 
who have worked for American railroads and have US pensions. Have 
you had any difficulty in any dealing with that kind of situation? 


Mas Behtleyerbat can .wanswer, that, ify,<yOU, Wants. Ts have 
religiously turned it over to the federal Department of Insurance. 
Railroads come under their jurisdiction and not provincial. 


Mr. Brandt: We have been talking in the context of 
Canada, but we also have an international situation as it relates 
to a certain limited number of employees. The New York Central has 
guite a number of them in places like St. Thomas and probably in 
London in Mr. Peterson's jurisdiction who are collecting a US 
pension. It is just a matter of interest that I brought that 
before the committee so that they are aware of the fact that it 
does cross international boundaries as well. 


Mr. Bentley: BC, Manitoba, Ontar Lo, Quebec and the 
Maritimes all have the problem as well. 


Mrs! Betersonswaly doOnsnot., know ..1f ,you,.are..prepared. to 
discuss this, but I am interested in you views, either as 
individuals or as members of the commission, on the whole coverage 
question. We have talked about adjustment of the Pension Benefits 
Act here. I get a sense of your feeling about PURS, and I guess 
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your feeling on the CPP. Do you feel that the private pension 
system should be or could be adjusted in any reasonable way to 
provide universal coverage through some device or other? 


Mr. Priestner: In a compulsory way? 
Mr. Peterson? Yes. 


Mr. Priestner: There should be. I do not think’ the 
commission ought to take a position on that, Mr. Peterson. It is 
beyond our purview. I think each of us would have individual 
answers on that. 


Mr. Peterson: Are you prepared to give uS your viewS on 
that aS experts? 


Meet “MilVing? Y Thatta Is’ a®erathersemitiicuite mues thon gar 
would be glad to give you my individual views but probably not as 
long as I am appearing here on behalf of the pension commission. 


Mr. Peterson: We could cancel the first appearance. 


Mr .°“ Brandt? “Could "®*°r ‘ask -a’’ supplementary Vto “ethatitsame 
question? In your opinion, is the private sector responding in a 
somewhat more responsible way as a result not only of these 
hearings but of the royal commission report? Would you give us 
your indication whether or not they are moving in a positive 
direction? I have my opinion on that but I would like to hear 
yours, not necessarily that it would become the end-all and be-all 
in terms of pensions. 


Mr. Mackenzie: I think they are moving that way too. 


Mr. Brandt: Then the question is then one of degree. 
That's really what David's question is. 


Mr. Petersons° "Pf would’ Like™here'to® clearly) say ¢fonetene 
record, "Look, you are on your own now, as individuals, as highly 
knowledgeable individuals, who deal with this question from a 
number of points of view." If you are prepared to do it, it would 
be very enlightening to us because we have some very difficult 
problems to wrestle with, as I Know you know. 


My guess is that in the things that you have said here there 
is. "a  tair "bit *' Or” ‘unanimity. I> -coink "Tt! has @* been? sa “sverr 
constructive brief today as far as the Pension Benefits Act goes. 
That is only part of our mandate and I, Mr. Chairman, would like 
to hear their individual opinions. 


Br £€hairmane- ALE right, «want €o say thiss” The Pension 
Commission of Ontario was invited to appear before us today and it 
has done so in the form of a subcommittee of that particular body. 
We heard from them in that capacity. If it is the committee's wish 
at some future time to hear the personal views of the individual 
members of that commission, then the committee can certainly 
entertain that and invite them to appear. Apart from that, I will 
ask if there are any further questions in connection with the 
presentation. 


a0 
Mr. Peterson: They are sitting here. We have 20 minutes. 


Min SMaCckengvie-s ste tiinke-yOur cling on “thatre is) right, Mr. 
Chairman. We can reschedule if it is going to be of some help. 


Mr. Gillies: These gentlemen were invited here on the 
premise that they were representing the pensions commission. I am 
not sure we are putting them in a very good position by asking for 
their personal opinions at this time. 


Mine Coainman:) in. any jevent, that iiersssiche - - Charmeman<:s 
jab hae aXe ae 


Mr. Gillies: We'll support it, Mr. Chairman. 


Mr. Chairman: All right. The committee stands adjourned 
Unt eo. CLOCK StOMmOrrow, MOrNnang. 


The committee adjourned at 4:05 p.m. 
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ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
(continued) 


Mr. Chairman: I guess we can get started. 


The exhibits since last day are as follows: Exhibit 97, a 
submission dated August 1981 from the Ontario Hospital 
Association. Exhibit 98, a submission dated August 1981 from Ross 
K. Rigney. Exhibit 99, Pensions for Housework, a submission from 
Reva Landau. Exhibit 100, a letter dated August 21, 1981, from 
Dale Allan, president of the Durham Regional Police Association. 
Exhibit 101, committee research officer, Cost of Increasing 
Guaranteed Benefits and MInterprovincial Migration; Government 
Retirement Income Programs; Annual Interprovincial Migration 
1978-79. Exhibit 102, committee research officer, President's 
Commission on Pension Policy, dated February 26, 1981. 


You should have those exhibits in your binders. If you 
haven't, please let me know and we will see that the oversight is 
rectified. 


This morning we have with us Professor James Pesando. 
Following Professor Pesando's submission we will be hearing from 
the Coalition for Pension Reform. 


Professor Pesando, would you like to come forward and sit 
before one of those microphones so that we can not only hear you 
now, but in the future review your comments, the questions from 
Our own members and the responses you will hear. 


We have your brief. For those who have not located it yet, I 
believe it is exhibit 58. You can start in whatever way you like. 
We have your brief and you may want to review it, touch on the 
highlights or whatever. 


Mr. Pesando: Thank you very much for the opportunity to 
speak to this committee. What I would like to do, given the length 
of the brief--in fact it was not written for this committee but as 
a general discussion paper of the report of the royal commission 
on the status of pensions, leads me to prefer not to go through 
highlights, but simply to discuss very briefly four points which I 
think I would like to emphasize to this committee. 


The four points touch on the following issues: The cost of 
living protection to be afforded retired plan members; the issue 
of vesting pension benefits; the issue of the portability of 
pension benefits; and finally the concern expressed in some 
quarters with the main recommendation of the royal commission, 
which is that this universal money purchase plan is entirely 


unacceptable because it exposes plan members to an excessive 
degree of investment risk. Those are the four issues I would like 
to. nighlight..“ After’ that. “would. » ber" delignted to. enter tain 
questions on the brief or on these remarks. 


With regard to what I perceive to be perhaps the most 
fundamental concern about the private pension system, which is the 
concern that many plan members once they have reached their 
retirement age are extremely vulnerable to, the impact of 
inflation, is an issue I think has to be addressed if private 
pension plans are to remain an important component of our 
retirement income system. 


I was quite distressed to see the procedure suggested by the 
royal commission which is, as I trust you are now familiar with, a 
type of inflation tax credit. For reasons which I summarize in the 
brief, but will not repeat, I think that is entirely a nonstarter. 


So the first point I would like to emphasize is that I am in 
complete agreement with the position that I gather the committee 
has heard before, which is if we are going to try to improve the 
cost of living protection provided through private pension plans, 
that perhaps the corner stone of legislative initiative should 
focus on the use of so-called excess investment earnings. 


The principle is quite straightforward. Interest rates let 
us say in today's inflationary climate may be in the order of 15 
per cent, when we know that if there were no inflation interest 
rates would be closer to three or four per cent. Lenders are in 
fact being compensated for the expected inflation that is likely 
to occur in the future--let us say somewhat in excess of 10 per 
cent a year--and the basic insight of the excess earning principle 
is that the interest rates that plans can earn have built into 
them an inflation component which in turn could provide the basis 
for very substantial cost of living improvement. 


i ‘realize; “particularly with’ oral» testimony, (thawetechnica: 
arguments are seemingly very difficult to follow, so I would like 
Simply to go on record as suggesting that in my opinion the 
committee would be very well advised to consider carefully the 
issue of excess interest earnings aS perhaps the corner stone of 
improving cost of living protection. 


Two points I would like to emphasize: First, that the task 
force on retirement income policy did a series of simulations 
designed to highlight the likely effectiveness of this excess 
interest principle. The simulations were done for a period 1962 to 
1978 and what they indicated was that if a fund had been invested, 
let us say in commercial paper or mortgages, and if all excess 
investment earnings above two per cent had been applied toward 
increasing the value of pensions in pay, that virtually complete 
cost of living protection would have been afforded. 


The point I would wish to emphasize is, first, the period 
under which the simulation was undertaken, 1962 to 1978, was a 
period of almost accelerating inflation. Which is the type of 
period in which the excess interest principle is going to look 
very bad. So the point is that even in this adverse sample period, 
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excesS interest earnings did in fact prove to be a reasonably 
Satisfactory way of addressing the need to improve cost of living 
protection. 
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The difficult issue and one which, at the technical level, 
the committee would have to address if it were to seriously 
entertain the excess interest concept, is whether or not the 
concept would be introduced around the plan's valuation assumption 
so that legislation, for example, might require that plans apply 
all investment earnings above their assumed valuation rate to 
improving cost of living protection, or whether or not there might 
be a statutory rate--let's say three or four per cent--and the 
legislation would require that all investment earnings for all 
plans, regardless of valuation assumption, above this three or 
four per cent be applied to cost of living improvement. 


Those are a set of technical issues which I do not want to 
adaress@rin myiotoraly icomments «but..which ,-1-think. -will— merit 
consideration by the committee. 


The second issue with regard to private pension plans and on 
which there is virtually universal agreement is the fact that if 
retirement incomes are to be delivered through the private pension 
system there iS going to be the need to move towards more 
immediate or early vesting. Specific recommendations of the royal 
commission which, if I remember correctly, are 10 years of service 
if PURS is introduced and five years of service only if PURS is 
not introduced, are probably less generous to employees than most 
of the recommendations being made by other reporting agencies. 


What the royal commission emphasizes and which again at a 
technical level this committee will soon realize and _e >be 
comfortable with is that a move towards earlier vesting, which is 
not accompanied by some parallel initiatives, is not likely to be 
very effective. The royal commission points out, for instance, and 
makes the specific recommendation that in contributory plans the 
legislation towards earlier vesting should be accompanied by a 
requirement that says, in effect, the employee's own contributions 
Cannot purchase more than 50 per cent of the benefit to which he 
becomes entitled. 


What I would like to emphasize to the committee is there is 
another aspect of this vesting issue which the committee was 
somewhat regressive in not considering and that deals with the 
issue of portability. Vesting and portability are closely tied. 


The portability question arises from the recognition that 
labour turnover in Canada is high--and in Ontario as well. So even 
if a plan member or even if a worker has been a member of a plan 
Or a succession of plans, he may not have very high benefits when 
he retires. Yet for all intents and purposes the royal commission 
does not address the portability question which I found quite 
Surprising. 


A very useful way of trying to improve the effective vesting 
provisions would be to use the excess interest principle in the 
context of improving the effective portability of pension 
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benefits. In particular, if plans were required, for instance, to 
value deferred annuities at the plan's valuation assumption and to 
transfer the lump sum so calculated to a locked-in registered 
retirement savings plan in a manner directly analogous to the use 
of excess interest in the post-retirement period, there would be a 
substantial amount of cost of living protection. 


One of the virtues of thinking in terms of the excess 
interest principle is that it can be applied not only to pensions 
in pay--that is to say, for retired employees--but it represents a 
logically consistent way of trying to provide some cost of living 
protection to the pension benefits earned by terminating workers 
which otherwise would be greatly eroded by inflation between the 
date at which the worker leaves the firm and the date at which the 
pension becomes payable. That is a very major shortcoming of the 
royal commission that it chose not to address the very serious 
problem of portability. 


The portability issue is interesting because it also 
highlights the fundamental conflict that many reforms simply have 
to address. There are two distinct issues on portability: One is 
the simple economic fact that one cannot expect employers with 
great excitement to want to introduce reforms which make it easy 
for employees to quit the firms. Obviously employers in many cases 
have substantial investments in employees, so one of the obstacles 
to improving portability, one has to realize from the beginning, 
is that firms, for good reasons, are not particularly anxious to 
encourage the mobility of labour. 


So you do have a bit of a conflict here between the social 
objective of trying to improve the flow of retirement incomes and 
the simple fact that firms are not particularly anxious to make it 
easy for workers to quit and transfer to other firms. 


The other aspect of the portability problem which merits 
attention is the technical problems involved in designing a truly 
portable pension system, a system in which pension credits could 
be transferred from one employer to the next. I am quite prepared 
to say that those technical problems are complex. My response to 
that observation is that the use of excess earnings--again perhaps 
above the plan's valuation assumption--is such a more precise and 
in all likelihood a very effective way of dealing with inflation 
protection for workers who have terminated prior to retirement, I 
think your committee should give it very serious consideration. 


The final specific point I would like to speak to deals with 
the concern I have heard in Ottawa and elsewhere concerning the 
prime recommendation of the royal commission which was for a 
mandatory universal money-purchase plan called PURS. Many critics 
have tried to summarily dismiss the proposal by observing that in 
a money-purchase plan, the benefit that the worker receives is 
entirely dependent on the success of his investments. Therefore, 
there exists uncertainty with regard to what the final pension 
will be. I have heard some pension critics simply say this 
uncertainty in and of itself makes this whole concept unworkable. 


I think that argument is very easily overstated and so my 
final remarks really address the following point, that although 
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the royal commission was quite delinquent in not explicitly 
considering the problem--that is to say the royal commission 
should have tried to educate readers of its report as to the 
extent to which there would exist uncertainty regarding the 
pensions ultimately delivered through PURS--the simple reason that 
those pensions are going to depend on the investment performance 
is a major limitation of the report. 


fuedonotentn ink,” however -¢ thateetherstacts ehat ithe curoyaL 
commission failed to address this issue explicitly is sufficient 
for critics to turn around and dismiss the proposal regardless of 
other merits. It seems to me that two points merit emphasis: that 
if you are to have a universal money-purchase plan--and to a large 
extent I think the current figures suggest about 20 per cent of 
taxpayers in Canada have equivalently registered retirement 
Savings plans which of course are money-purchase plans--the plan 
member can control the degree of investment risk. 


If a plan member under PURS chose to limit the uncertainty 
with regard to his final pension--he would have the flexibility 
for instance to invest in relatively conservative assets, either 
directly--GICs, the trust companies--or perhaps indirectly through 
a financial intermediary, commercial paper, treasury bills and so 
forth, which in fact are going to provide a pension benefit whose 
real value has some reasonable expectation of being predicted 
quite precisely. 


Certainly by way of contrast it is not appropriate to view 
defined benefit plans as somehow reducing the risk to which 
workers are exposed. In most defined benefit plans the benefits 
are purely nominal and so as inflation girates around, as 
unfortunately it has in the last 10 years, the real value of those 
benefits rises or falls dramatically. 


So in looking at money-purchase plans it is very important 
MOL “to. faLvlarrnto tthe Setrapes-ofeeassuming ‘thates*somehow. in 
money-purchase plans plan members are exposed to investment risk 
and somehow that risk disappears if they are members of defined 
benefit plans. Under defined benefit plans there is an enormous 
amount of inflation risk that plan members are exposed to. 


I think the most useful insight, and one which I did not 
mention in the submission, is the fact that there is evidence 
today that many of our defined benefit plans are undergoing a type 
of metamorphosis. The defined benefits plans are taking on the 
characteristics of money-purchase plans. 


The most obvious insight in that regard is the recognition 
that many sponsors of defined benefit plans are already using this 
excess interest principle as a means of trying either to enrich 
the benefits for workers still active or to improve, through cost 
of living adjustments, the real value of pensions and pay. So in 
the defined benefit plans--and most large employers in Canada are 
making these ad hoc adjustments at least in part on the basis of 
excess earnings--the plan member is already in a position where 
his ad hoc cost of living payment depends on the investment 
performance of the fund. 


LO:230 tase 


That observation suggests that this distinction between a 
money purchase plan on the one hand and a defined benefit plan on 
the other is, in point of fact, becoming very blurred. One way of 
looking at the defined benefit plans in the private sector, in 
which ad hoc cost of living payments are being made, in large part 
on the basis of so-called excess earnings, is that plan members, 
although it is a defined benefit formula, have a plan with many of 
the characteristics of a money purchase plan. 


I think that is a very important insight to keep in mind 
when one has to evaluate whether the committee decides to 
recommend the mandatory private pension, whether it should be of 
the money purchase versus defined benefit or some combination of 
the two. 


As I suggested, I could spend a great deal of time going 
through specifics in the report I submitted but I would prefer at 
this point to cease and to entertain questions. 


Mr. Gillies: Thank you, professor. We had the members of 
the Pension Commission of Ontario here yesterday and we did talk 
about this concept of the excess interest form of indexing. 


I have heard two different opinions on this, one from the 
commission being that there should be some sort of external 
yardstick that determines the indexing, the other being that at 
least the employers, I guess the people who arrange the plans, 
would prefer the indexing based on the performance of their own 
plans so that it is not an open-ended outflow of funds. 


I think there are very good arguments on both sides of this. 
I wondered if you might have any thoughts on it. 


MnewoPesando:. Thes,first» pointyweto erecognize: dasisthere viane 
many ways in which excess earnings can be introduced. The crucial 
issue is, or there are really two, are you going to introduce, if 
you do introduce, excess earnings around the plan's valuation 
assumption or around some statutory rate such as three or four per 
cent? 


The second issue is, and this is the issue you are raising, 
should the excess interest be based on the performance of the 
specific plan, either versus its own valuation assumption, or the 
Statutory three or four per cent or should it be based on a model 
portfolio? 


The simple point is that, if it were required by law that 
the excess interest be based on a benchmark portfolio, the net 
result would be to create rather strong incentives to individual 
firms to have a portfolio that very much mirrors this benchmark 
portfolio. That would be the way in which they would reduce their 
exposure to the possibility that, in a year in which the benchmark 
portfolio did well, their portfolio did poorly and, therefore, 
even though there are no excess earnings, they are being required 
to make large ad hoc cost of living payments. 
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The major concern I would have with the use of the benchmark 
portfolio is the fact that you could have strong incentives, once 
you have chosen the benchmark portfolio, for a type of uniformity 
that perhaps we do not want to impose in terms of a very active 
participant. 


So my first concern and preference would be that the 
performance indexing scheme be geared to performance of an 
individual plan to the extent that the performance of an 
individual plan would be the basis for the ad hoc cost of living 
improvements. 


There is also an argument that workers should have some 
representation directly on the committee which manages’ the 
portfolio because, clearly, once you are in an excess interest 
scheme, the workers themselves have a well-defined proprietary 
interest in the performance of the fund. 


In that regard, a related issue would be that, if we were to 
introduce excess earnings with the specific performance of the 
fund being the key point of the program because workers would 
therefore be so closely affected by the performance of that fund, 
there is an argument for representation on--and the combination of 
worker representation so that their interest is well-served, 
combined with the concern that, if you use that benchmark 
portfolio, you might be unnecessarily forcing a degree of 
conformity in terms of investment strategies, which leads me on 
balance to prefer a scheme where you have simply the performance 
of the individual plan as being the keynote to the excess earnings 
scale. 


Mr. Williams: I have a clarification’ The report 
recommends in any event that there be employee representation on 
these funds whether the excess interest is a factor or not. 


Mr. Pesando: I am pleased to hear that. 


Mr. Mackenzie: On thiS same question, in the event that, 
for whatever reason, the fund is not performing and there are not 
excess interest earnings, there is no provision then for a cost of 
living adjustment for the people in it. They have to take a look 
at who iS managing the fund or what they do to change it. 


Mr. Pesando: It is fairly clear--and maybe this is 
something we are going to have to acknowledge--that there is, in 
Lact? una. ways OL, virtually” guaranteeing” +that-cost+- offs living 
protection would be close to complete under excess interest 
earnings and that is simply to ensure that the funds in the plan 
are largely invested in short term investments, such as commercial 
paper or."Treasury~ bills’ which» tend itor track sverye>close'to,,the 
actual rate’ of *inilation’: 


One might make the following type of observation. Maybe, in 
terms of management of pensions funds, at least conceptually there 
should be a break between the pre-retirement and the 
post-retirement period. Because at the post-retirement period, 
perhaps retirees are willing to forgo the higher long-run expected 
returns +on.icommon stocks,» for.anstance, in favour.0f<the - much 


8 


greater security, in terms of cost of living adjustments, which 
would follow if the fund were largely concentrated in a relatively 
short-term fixed income instrument such as mortgages, commercial 
paper and Treasury bills. 


For instance, in today's inflationary climate--let us say we 
use four per cent as our valuation benchmark--as long as a plan 
were fully invested in mortgages and commercial paper, there is no 
way there is not going to be at least seven or eight per cent 
excess earnings as long as inflation is above 10 per cent in every 
year for the foreseeable future. 


The scenario you draw, a scenario in which, for example, 
there is both high inflation and no excess earnings, it would have 
to be a scenario in which the fund is fully invested, let us Say, 
in long-term bonds and common stocks in a year in which the bond 
market collapses and the stock market collapses. That could well 
happen--it happened in 1973-74, much to the concern, and rightly 
so, of the plan sponsors--but that eventuality can be protected 
against, if you will, by a judicious selection of assets in the 
plan. That is why, again, both management and workers would want 
input into the choice of that portfolio. 


For example, it is important to realize that if I were 
management for the firm, I would be a little concerned about the 
possibility that you raise which would lead me, in turn, to make 
sure that worker representatives were a part of the 
decision-making process. Because you can imagine a world in which 
only mangement controlled the fund and your disastrous scenario 
took place. 


The workers might be very insistent that something be done. 
One way management can protect themselves, and also give a voice 
to workers, is by making sure that, when the portfolio decision is 
made, it iS a joint decision. 


Mr. Gillies: The point that Mr. Brown raised yesterday, 
in discussing this question of whether there should be an outside 
benchmark, as you have been referring to it, he said that if there 
is some sort of external measure and then the individual plan 
outperforms the measurement, there is then funding available to 
the employer to reduce costs or use some of the money in another 
fashion other than just improving benefits. 


E #aMienot“Surenselersbuyis Chat..argqumentt.. 1 .wavier sae rt. Ofi og 
prejudice that the primary use of the funds at any given point 
should be to improve benefits, but I wondered if you might comment 
onlahnets 


Mr. Pesando: ee comes back to the design of an 
appropriate excess interest scheme. It would appear to me that a 
part of an excess earnings scheme would be to recognize, in any 
given year, perhaps on a cumulative basis, there is no reason to 
overcompensate™,;the: (cost ) of: | biving.«Ine,other, .words,;»,»letequswsay, 
excess earnings were more than sufficient to fully offset the 
impact of inflation. The question then becomes what do we do with 
those funds. 
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It seems to me that, logically, one way of designing the 
excess interest scheme would be that any surpluses would be banked 
against some future year in which perhaps the excess earnings were 
HOt Ssurkicient. to *srovide Pfullecosti*ofl® living protection? <The 
issue you are raising is simply part of the broader question of 
how do we design an excess interest scheme. 


My personal preference would be, particularly if one 
recognizes that excess earnings are not going to guarantee full 
contractual cost of living protection--which many critics of the 
private pension system see as perhaps its Achilles' heel--but a 
way of trying to put as much likelihood as we can into the 
effectiveness of this proposal, would be to consider the type of 
banking of surpluses in our suggested response to your question. 


LO0240-aym. 


Mo. UUGi lites: . Your... inclination.) would. “be; that ctthe uses 
applicable to the money earned beyond the benchmark--if you go 
with a benchmark--should be controlled. It should not just be 
available to the fund to do what they will. 


DEAD pesaucOser [E@elcmarwrecle more ditticult, Again’) “have 
to think about that carefully. If you use a benchmark fund, each 
THalVicdual Yrurn eLinds. m:tselt—-in a situation “doing "one (of *ewo 
things, basically getting its assets to be the same as_ the 
benchmark fund so it does not have to worry about adverse 
possibilities. 


With the benchmark scheme if you then said, "Okay, you have 
a benchmark scheme but, if you do better than the benchmark, you 
have to bank those surplusses," you would certainly then have to 
require that, if the firm did worse than the benchmark, it had 
some way of banking those losses. 


You would need some symmetry to make sure firms did not feel 
completely constrained to reproduce the benchmark portfolio. It is 
really quite clear that, if a firm on the benchmark scheme is 
required to bank excesses but iS not allowed to bank deficits, 
then every firm would simply make sure its portfolio was a 
benchmark portfolio. 


My comment was really directed toward what is in my opinion 
the preferred approach, which is to have the excess interest 
scheme based on the performance of the individual fund and this 
banking problem arises, if in a given year the performance of that 
individual fund versus, say, the statutory four per cent rate is 
Moreathan surficient to give full cost of living protection, then 
that excess remains in a special fund designed to protect the 
worker in some subSequent period if the funds are not sufficient. 


I guess one always has to try to be clear between which of 
the schemes one has in mind, the benchmark versus the individual 
plan way. 


Mr. Chairman: It seems to me, Professor Pesando, that in 
listening to the persons appearing before the committee we are 
always talking in terms of excess. Maybe we are captives of our 





10 


particular period in history, but there are recollections of other 
days when we were looking at negative performances on a more 
consistent basis. I am wondering if equal consideration is given 
to the downside as well as the upside in terms of-- 


Mr, .’Pésando: \PI *cthink, thea. pointy Weiiivery -«ewellb Stakern, 
Looking back, pensions plans are very much aware of the fact that 
in 1973 and 1974, a disastrous period for them along the lines you 
are suggesting, there was no excess interest. Had they not been 
investing in long-term bonds and common stocks, but had they been 
invested in treasury bills, commercial paper, mortgages instead, 
there would have been excess interest earnings. 


One of the lessons pension plan managers are now more aware 
of than they might have been seven or eight years ago, is that in 
an inflationary environment if you wanted to reduce the exposure 
of the pension plan to investment risk much more so than had been 
considered appropriate a decade ago, you would have wished to keep 
a large batch of the funds in shorter-term assets. 


In response to your very legitimate concern, one would 
Simply note that, if we said today that excess earnings above four 
per cent will be employed, it would be fair to say that, so long 
as the funds that are now being set aside to meet the needs of 
retired pensioners who had largely invested in relatively 
short-term assets, that the disaster scenario you referred to is 
Simip by, Anos. ao ing.to).occin. 


It is only going to occur if, at the point where they have 
to set funds aside for retirees, pension plans were to invest 
laegely in common stocks and long-term bonds. At that point the 
plan sponsor and ultimately the worker, depending on the way the 
scheme is designed, becomes very vulnerable to the possibility you 
Suggest. 


Le thinkeeLtais .LMpoOrtant. to realizes tna sche Unorion morgan 
excess interest scheme would intimately tie the type of portfolio 
that the plan sponsor would wish to hold. Certainly, even back in 
1973-74 if the plan were invested exclusively in commercial paper 
and treasury bills, there still would have been excess interest 
earnings that would have offset at least 50 per cent of the cost 
of living increases in 1973-74. 


Mr. Chairman: Just following that up,° what you have done 
is locked in early the type of investment with a mandated excess 
interest income supplement. Is that a correct obServation? Am I 
Correct? 


Mr... ,Pesando:,.It.< 1is..an ,observation; that “both “the pian 
sponsor and the worker has to confront. It is a tradeoff between 
the expected return on that portfolio and the degree of certainty 
of vicost aofsep bivingwfadjustmentsy-is0uverwse closebypottiedy, ton that 
portfolio decision. I think it would not be surprising if plan 
sponsors and workers were to decide that once workers had reached 
retirement age, they would prefer to have the funds at that point 
channelled rather heavily into say these relatively § safe 
investments. This would however leave completely open the 
Opportunity to invest in common stocks, long-term bonds, during 
that very long accumulation period. 


ll 


SO Li CHINK “oO Ls stairs tor Say’ “there woulld° beseincentives 
towards channelling investment funds towards shorter-term assets. 
But that would more or less occur only at the date of retirement. 
So the concern I see in your question is are we in fact not 
setting in place a series of investment incentives which 
ultimately are going to be destructive because they are going to 
penalize those members of the capital market who need risk capital. 


Mr. Chairman: Yes, I was leading into the macroeconomic 
spinoff from that. 


Mr. Pesando: The reason I tried to give this perhaps 
excesSively complicated answer is to underline there really is a 
sharp distinction. At age 65, for that remaining life expectancy 
there is a likelihood you are going to create an investment 
incentive which is based largely on more safe short-term assets. 
But that leaves open during the much longer accumulation period 
the opportunity to invest in stocks and long-term bonds. So the 
macroeconomic repercussions would be far less important than they 
would be if we envisioned that somehow we are now forcing, through 
the entire accumulation end retirement period, plan sponsors to 
feel that in good faith they have to keep most of their assets in 
relatively short-term securities. 


Mr. tf Was llans:+ euust. £01 Lowing +“lupston=" "ths F4poine, ashe 
SHairman, If I-mignt: 


We have legislation, for instance, that controls the loan 
and trust companies so they can only invest a certain percentage 
of the moneys in, Say, mortgages and other higher-risk types of 
investments. I am not aware what controls the investment brokers 
have with regard to percentaging their portfolios between long 
term and more secure investment as contrasted to the short term 
and the variety of investment as well. But in moving into this 
type of plan, where there would be involvement in the private 
market and the companies would be retaining investment firms to 
invest their portfolios for them, do you feel there should be some 
statutory control on the structuring of the investment portfolios? 


I know it is prudent for most investment houses to hedge 
their investments in that very manner of providing good balance 
between these long-term, more secure, lower-yield investments as 
contrasted to the others: It is prudent that they do that. But ‘do 
you feel we should go a step further and ensure there are these 
guidelines established on a percentage basis so you would always 
be assured of a weli-balanced investment portfolio--there would be 


some latitude therein, but within certain percentages? 


Mr. Pesando: I think a directly analogous question is, 
would we want perhaps the federal government to dictate what 
fraction of funds in an RRSP would be allocated to different types 
of investments? I keep going back and looking at PURS, which is 
nothing more than a universal. RRSPs ‘I think. the answer isi‘no. I 
would certainly prefer as an economist not to see that degree of 
conformity. 


What I do think is important, however, is if a decision were 
made to expand money purchase plans with or without PURS there is 
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an education role which becomes very important, which 1s to try 
and make sure the people who are making those decisions, the 
holders of an RRSP for instance, plan members under PURS, are well 
informed as to the uncertainty of the retirement income dependent 
upon different asset choices. 


I think one of the areas in which the royal commission was 
very delinquent was not explicitly addressing the fact that many 
plan members and even some of their advisers are not very 
sophisticated about (inaudible) markets. In order for them to make 
the right risk return decisions they have to be given better 
information. 


So I would much prefer to see a world where, for example, 
something akin to PURS or RRSPS were encouraged, and at the same 
time, in lieu of some form of regulation very careful information 
is distributed to potential members so they can have a better 
opportunity to make the correct investment decision for them. 


10250, ais ls 


Mr. CWibiitams: ,.'On. sthat’ point,usl, supposes iunciesoemn wien 
what we were talking about earlier about having employee 
representation in the plan. I have no difficulty with that. It 
makes good sense--psychologically if nothing more--that there is 
openness about the whole thing and the employees have direct 
representation there. 


But it seems to me that even if that were not the case, the 
companies themselves to some extent are simply intermediaries. 
Where they have these large funds, they will normally go to the 
investment market in any event, to the professionals, to handle 
their: portfolio asthey) sjust.4do-u not have,.the. expertise )to.Ladowie 
themselves, nor would an employee or a’ number of employees be any 
better equipped than the employers themselves to make the right 
decisions on how they should balance their investment portfolio. 
They have to rely on the experts. 


In that sense, I Suppose they are reduced to simply making a 
decision on one or two recommendations that would be made to them 
by their investment counsellors. To that extent, the employees in 
any event would be limited even if they were in the pension trust 
with the representatives from the employers who make those 
decisions. They would still have limited input in that context. 
Would you not agree? 


Mr. Pesando: Certainly. In the extreme case of a 
registered retirement savings plan, obviously the plan member 
makes all the investment decisions; typically simply, "Do I buy a 
GIC or do I manage it myself and, say, hold common stocks?" But 
under something akin to a PURS scheme there would have to be some 
consolidation and there would be representatives making decisions 
on behalf of workers. So there would not be this one-to-one link 
between an individual plan member and the investment portfolio as 
there clearly is in a registered retirement savings plan. 


In many ways that is not that dissimilar to what occurs now 
under, let's say, the defined benefit plan where the firm 
contracts out to have its funds managed. The big difference, of 
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course, is to a large extent under the current scheme of the 
defined benefit plan, the performance of the fund directly impacts 
on the wellbeing of the shareholders; whereas under the money 
purchase scheme, performance of the fund reflects ultimately on 
the plan members themselves. 


That is the fundamental distinction. As I suggested in my 
introductory remarks it is already becoming blurred in any event, 
because to the extent firms are already uSing excess interest 
earnings, they are saying in effect to workers: "It is just like 
the money purchase plan. If we do well, we are going to get 
generous ad hoc adjustments. If we don't do well, they are going 
to be less generous." 


In fact, not only does the investment management have 
parallels, but even who benefits or suffers when the plan does 
well or poorly also has parallels. 


Mr. Chairman: Professor Pesando, could you comment’ on 
your perception of the magnitude of the group of persons who PURS 
was to address? When you are doing that, maybe you could also 
comment on the magnitude of that problem, not only the size of 
that group of people usually at the lower end of the income 
spectrum, but whether, in your view, that problem is as real or as 
large as it may sometimes be perceived to be. 


Mr. Pesando: One concern I have and which I addressed in 
the wibriver “ts that: “introducing” a plan ‘such as: “PURS,” which © is=-a 
universal plan--it is designed to address the coverage 
problem--one has to recognize and ask the question, "Who are the 
workers who are not now covered by private pension plans?" As you 
correctly pointed out, from tax data we can determine they are 
mostly individuals who are at the lower end of the income scale. 


It then raises the following question: If people at the 
lower end of the income scale are not in pension plans, that means 
all of their compensation is paid in the form of wages. It also 
means, in all likelihood, that when they retire they are going to 
have access to the income tested programs, such as GIS and Gains, 
aS a means of bringing their retirement incomes up to some minimum 
FIOCOr 


Mrs Chairman: Excuse = me" for ~“sinterrupting, but you sare 
assuming now that those people are going to remain in that same 
body and you are not addressing the mobility of that labour in 
terms of working through the employment marketplace. 


Mr. Pesando: I am speaking specifically to the term 
economists like, "workers with low lifetime earnings," so the 
lifetime earnings is the way to respond to that concern. I am not 
an expert on employment/age earnings data, but I understand a 
significant fraction of workers tend to be at the lower end of the 
income scale not only at one point in time but at most points in 
time. 


The point I simply wanted to raise is we are willing to 
admit--and I think this is reasonably factual--there are a large 
number of workers not now covered by private pension plans who not 
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simplysstoday;-bute alsogiin bthemiuture jwiliebe sat »thevrelacively grow 
end of the perhaps rising income scale. 


Whether or not we really are going to make those people 
better off by universal plans, such as PURS, is problematical. If 
you were to introduce PURS, what you would be doing in effect is 
forcing satheseiylow « lincome:aaworkers Cuto take i) parts Of yitheur 
compensation in the form of contributions to PURS. To the extent 
they accumulated relatively modest pensions by the time they 
reached age 65 then, they would simply be reducing their access to 
income tested programs, such as GIS. 


The reason I addressed that question in my report on the 
royal commission is the fact there is the notion that coverage is 
not universal in the private sector and somehow we will make these 
people who are not covered much better off by introducing or 
mandating some form of universal plan. My concern was simply to 
point out to potential reform advocates to think carefully. 


It is not at all clear to me that for people at the lower 
end of the income scale--not simply today but who are also likely 
to remain there in the future--are perhaps not likely to be as 
benefited by mandatory plans such as PURS as simple-minded reform 
advocates might suggest. 


By Simple-minded, I am not being disparaging, but you must 
think carefully about what you are doing to these people when in 
effect you are saying: "Now you are going to save out of your 
compensation aS a way of having some minimum retirement benefits. 
Incidentally, we should point out that means claims on GIS and 
Gains might be a little bit less because now you are saving out of 
your own earnings rather than accessing the public purse." 


You might very well decide there is social benefit to be 
earned in having individuals provide themselves for their own 
retirement, but if one of the purposes of the reform is to say we 
do not want inadvertently to make poor people less well off with 
the reform than they might be in its absence, then there are 
concerns along the lines I have suggested which simply have to be 
considered. 


For instance, I suspect that if one wanted to address that 
concern, one would want to have a scheme by which, if one 
introduced PURS, for individuals with low earnings in a particular 
year, may be subject to recapture that their contribution would be 
paid by the government rather than by the employer or by the 
employee. I say "Subject to recapture" because if at some future 
date the workers' earnings have increased you might want to build 
in a provision whereby there might be some additional 
contributions now required for the period in which he was making 
no contributions, but they were being made for him or her on 
behalf of the government. 


I am simply suggesting it is a problem that should be given 
more consideration than was given in the royal commission. 


Mr. Chairman: You; sihavepstnet tried to identify the 
percentage, say, of that target as to whether they are permanently 
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in that low income area, or whether they are transitory, in that 
they pass through the system. They may be students or people who 
take on professions--I guess there are all kinds of people in that 
Sargec group. 


Have you any concept what the percentage might be of people 
passing through, as opposed to those who are permanently in that 
group? 


Bra Pre 


Mr. Pesando: Do you want me to distinguish between the 
medical student, whose income is low, and the gas jockey, whose 
income is likely to remain low? 


MEeyCnairnmanree That tis right. 


Mice Sr eSanaoe = oe ame pmo sure, -fand@eepimwowrtld* anot - want cee 
guess at the numbers. 


In economics there is a lot of discussion about the 
so-called secondary labour force. The secondary labour force is a 
CELM= that. 1S used**to describe’ "those )jobs’ suchas, Tet’ us say7 
being a gas jockey, for which in effect there is no likelihood of 
advancement or promotion. 


If I were asked to provide this committee with a number, I 
think what I would begin to do would be to study the data we have 
Oinetae secondary labour “force, to” try to™rdentrfiy-note only what 
fraction of the total labour force are in the so-called secondary 
labour force but also what fraction of the secondary labour force 
remain there over time. That is Simply a calculation which I am 
not familiar with in terms of the numbers, but I would know how to 
proceed if I wanted to, let us say, spend a week or two working on 
the problem and come back to the committee. 


There is a way of addressing that problem, and that is the 
way I think the research would have to move. 


Mrs eChairvmane’=s tAgain) (Onn mau simplistic cooway, ~sicsseesia 
Sepvisionue of thats: particular target igroup® into’e® those. "ctwo 
categories. Now that may be an oversimplification, but if that is 
so, if there are those two types of persons in that group, then 
you are not helping those who are permanently in that particular 
group; you may be doing more harm than good in the long term, 
because of potential accessibility to other programs that could be 
more helpful to them in an economic sense. 


As LRto-~ the wother: part’ tokeethar group; youmlare ereally 
addressing a moving target; again, it iS a temporary situation and 
there may not be any long-term need, and really in pensions we are 
addressing the long term. 


That is just an observation, which may be legitimate or not; 
but I gather that from what you said. 


Mr. Pesando: Tt) rs Vsabowensys Sigqood st observations s hand 9A 
weaseled my way around it in the brief by referring to individuals 


16 


with low lifetime earnings. My term “lifetime earnings" was in 
effect addressing your problem: How do you, and do you want to, 
distinguish between the gas jockey and the medical student? The 
answer is obviously yes, conceptually; and empirically, to the 
extent that certain guestions hinge on that distinction, there is 
a need for additional research which you have emphasized and 
identified, and again to which the royal commission, I think, did 
not give adequate attention. 


So I am entirely sympathetic to your observation; it is very 
important. 


Mr. Chairman: Any further questions of Professor Pesando? 


Mr. a-McCLellan:-,» Not. tO. prolong «them discussions i we-peare 
touching),on, -@ central,.problem *hene.) ,Oumsconcerna sy, thatwof cay 
colleagues and myself in the New Democratic Party, is that we will 
end up with a reasonably large residual population of secondary 
labour force wage earners who will be in a sense permanently 
consigned to the welfare system if we proceed with the PURS model. 


That leads us to look in the direction of a reformed Canada 
pension plan, which would increase benefits and which would 
eliminate the regressive features, perhaps by incorporating 
minimum benefits in dealing with the regressive contribution 
Structure, so that you eliminate the kinds of things that you 
raised. 


Unless we can come up with some clear solution to the 
problem of people who are not attached to the labour force, and 
secondary market employees, I think we are going to have a large 
population, not a small minority population. 


Would you agree at least that we are talking of a relatively 
large group of people who, all things being equal, are not going 
to be able to benefit by either a mandatory PURS system or 
voluntary reliance on private pensions? 


Mr. Pesando: Since you mention the CPP as an 
alternative, I would tend to make two observations. 


First, to the extent to which you can, if one so chose, 
overhaul the CPP in such a way as to deliver more of the benfits 
to workers with low lifetime earnings, in principle you could do 
the same things with PURS, simply by the way in which you chose to 
have the government make contributions on behalf of participants. 


Mr... McClelblans ,Over ‘tame, sthough. You canstdarsthatooveriva 
47-year period with PURS, whereas you can do it relatively quickly 
with CPP. 


Mr. Pesandos Of course, the reason you can do it quickly 
with the CPP is that you are saying, in effect, "Okay, we are 
going to give big benefits today that we are going to pay for 
tomorrow." When I say "we," in my view of the world I think 
workers are the ones who ultimately pay for pension benefits. So 
One pfeatune »rcofs>CPPs 1Se-thatysht} allows: -tor gine, .ingefiect pact 
service credits, which you can't do with the money-purchase plan 
if. it is introduced in the way in which PURS is proposed. 
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At least in my mind, it is important to distinguish between 
two objectives. One is to try to improve the flow of retirement 
income. The second objective, and one I feel quite strongly about, 
is to concern oneself with trying not only to redistribute wealth 
in favour of low lifetime earners but also to create incentives 
that encourage them to be a part of the work force. 


I think those are really quite separate issues. There is 
perhaps a tendency--and I saw this when I attended the pension 
conference in Ottawa--with regard to pensions for nonworking 
women, for in effect a broader social objective, which one may or 
may not agree with, to be somehow lumped in with what is in 
principle a separable issue, which is the issue of pension reform. 


In other words, if your mandate is very large and you say, 
"Okay, pension reform will be the benchmark against which we will 
think about some broader principles of reform dealing ultimately 
with wealth-redistributive, resource allocation issues," that is 
perhaps fine, but I think it is very important to realize the two 
are in principle separable. 


But .f could be guite happy, for instance--and I am not 
necessarily advocating thisS--in suggesting that PURS may be 
Satisfactory and at the same time arguing that, rather than using 
and redesigning the CPP as a way to flow some additional funds 
through the low lifetime earners, we simply do that in some 
alternative form. I am quite prepared to entertain those as 
separable issues. 


MirsuaBprandts, “ust so “that ei sunderstand: theswlast’ poante the 
professor was making: In effect, what you are Saying is that, as 
an example, if we use the AIW as a benchmark, those people who are 
perhaps at 50 per cent of the AIW should not be looked upon in 
terms of improving pensions in quite the same way as those who are 
in the work force and find a pension affordable. You are looking 
at that group as a social concern rather than as a pension reform 
issue. Is that what you are saying? 


Mr.  Pesando:, =I think ‘it 'spayusefulsntosecdiistinguish; that 
there are always two distinct motives for pension reform; one is 
the issue of poverty, and the other is the issue of income 
replacement. 


One way of summarizing the two sets of comments is to keep 
in mind that those are two separable issues: the anti-poverty 
target of pension reform--which perhaps really isn't a part of 
pension reform, because the royal commission correctly points out 
that the efficient way to address poverty among the aged is 
through the income-tested programs--and income replacement in 
public policy. For example, relative to the United States-- 


Mr. McClellan: That's one approach, but not necessarily 
the appropriate approach. 


Mr. Pesando: That is one of the-- 


Mr. Brandt: It is a philosophical difference. 
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Mr. Brandt: Just to pursue this for a moment, we have a 
series of programs, the GIS, the OAS, the Gains programs, 
municipal tax rebate programs and so forth that are not in any way 
connected with pension reform; but there is a feeling on the part 
of some members of this committee that through the CPP you can 
replace some of those programs or perhaps enhance the amount of 
money going to those people in such a way as to remove them from 
the poverty line or whatever, and there are others of us_ who 
perhaps think that those programs should be addressed in terms of 
what they provide to the people who are living at or below the 
poverty line and perhaps increase the benefits in that section as 
opposed to attempt to address it through CPP. 


Mr. Pesando: Strategically, those are the two choices: 
Do you try Separately to work on the issue of poverty in trying to 
factor, let's say, secondary earners into the mainstream of the 
work force, or do you lump the income replacement and the 
anti-poverty objectives together and think in terms, let's say, of 
one CPP type of reform? 


I have no strong preference. Conceptionally, I guess I would 
prefer the one that keeps the issues separate, because I think one 
is likely to ultimately pursue better policies if each policy is 
well designed In witven integrated fashion towards specific 
objectives. It is quite clear in the royal commission report that 
if you ignore the poverty/income replacement objectives and think 
only that the problem was universally one of income replacement, 
you might very well inadvertently do things that are inappropriate 
if your concern ultimately is with the poverty objective. 


So I guess my general preference would be to keep those two 
as conceptionally distinct as possible in terms of one's thinking 
about the problem. Obviously, if one wanted--I gather from the NDP 
representatives--to contemplate a CPP expansion, then clearly in 
principle one could do enough adjustment of the benefit formula to 
accomplish those objectives, recognizing that the issue of who 
pays is a very important concern. 


BielOiva .ms 


I guess the one thing I don't like about the CPP proposal, 
at least if it were done on a pay-go basis, would be that although 
one could tinker with the benefit formula to get away from some of 
the wealth-redistributive features, as these gentlemen are well 
aware, there is this intergenerational transfer, which is sort of 
a cheap way of providing enriched benefits today, particularly 
when we recognize inevitably that demographics are such that 30 
years from now, not only do we have GIS, OAS, health care, et 
cetera, which are going to be a very large expenditure relative to 
the present, but also some very real possibility that if we enrich 
benefits today on a pay-go basis, there are going to be cutbacks 
in the future. 


In order for individuals to make good long-term plans, you 
don't want to jeopardize plans once you put them in place. That is 
my major concern about, for example, a pay-go amendment to the CPP. 
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Mrs tbr andt-s = i) we ’recegnize’ ’as° well Ttha@esthéreware a 
number of people who are having great difficulty coping with 
anflatron "inpitodays situation’, “and “that: obviotisly sasi.a. .reality, 
the immediate or even short-term enhancement of the CPP, from what 
I have been able to see, does not really offer any immediate 
relief to those people. 


Perhaps the next group, partly represented by Pensioners 
Concerned, want to make a similar point, but the .fact of the 
matter is that CPP is not going to remove a lot of people from the 
poverty line or below the poverty line, such as perhaps been 
suggested in some instances. It doesn't offer the immediate 
relief, I guess is the point I am making. 


Mr. Pesando: The only way you can address the poverty 
issue at present is through either lump-sum grants or expanded 
GIS. Even if you were to say, "I am going to enrich past service 
credits under the CPP," then you would only benefit people who 
have past service credits. So your the point is well taken. 


Mr. Gillies: Exactly, yes. 


A supplementary very briefly, if I may: What would you think 
of the kind of guaranteed annual income program across the board, 
say, that Bob Stanfield suggested? 


Mr. Pesando: I think in principle this is beyond the 
issue of pension reform per se. 


Mr. Gillies: I appreciate that. 


Mr. FeSando:e eal --anizevVerye sympathetic lotomitie , Cnotionsywot 
guaranteed annual income as being a much more efficient solution 
to the sort of umbrella of programs of income support both pre- 
and post-retirement, but that is really a broad issue that I think 
is beyond the specific set of-- 


Mr. Chairman: And the question was hardly supplementary. 


Mo. «Gillaese,uLt pwas the yonly.+ ways.I could get: «it..on,, the 
floor, Mr. Chairman. 


Mr. Peterson: Can I just ask one question? Are you aware 
Ole anvesauthoritative. studies,.,on,«that.) subjectiatthat yolooksiat 
guaranteed annual income, scrapping everything else, and not 
considered as an overlay to existing programs but de novo, as they 
say? 


Mr. Pesando: I am sure that in the United States, partly 
because of the impetus some years ago of Milton Friedman, that the 
program has been given thought. I think it is considered probably 
sufficiently far removed from likely implementation that the nuts 
and bolts perhaps haven't been treated as carefully as they might. 
I could certainly give you the names of colleagues in Canada who, 
more so than I, could offer specific comments on that issue. 


Mr. Chairman: Thank you very much. We appreciate you 
coming before us today, Professor Pesando. You have been very 
helpful and the discussion stimulating. 
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Mr. Pesando: Thank you very much for the opportunity. 


Mr. Chairman: We have here also the Coalition for 
Pension Reform: Dr. Melvin O. Edwardh, a member of the executive 
of Pensioners Concerned; Moses McKay, Canadian Council of 
Retirees, affiliated with the Canadian Labour Congress; Isabel 
Russell, Family Service Association of Metro Toronto; Dr. Joey 
Edward, member, Social Planning Council of Metro Toronto; Dr. 
Sheila Ney Smith, DEA (Development, Education and Action). 


Would you like to come forward and, if you can find a place 
in front of a microphone, we will be happy to hear from you. We 
have a mechanical problem in that there are five of you and only 
four microphones. So you may have to play microphone-chairs. If 
the speaker does not have a microphone in front of him, if he 
would kindly substitute or take a chair that has a microphone so 
that Hansard can pick up your voice. 


Dr etd.cvEdward so (inaudible)sabacka:seat fallosoie my Adie sand 
bt | isonottgoungrcto vehangeenow, So; there jyoweare. Ieiam Sead gin 
the wings. 


Dr. M. O. Edwardh: Thank you, Mr. Chairman. We are very 
pleased to be here this morning. Perhaps so we can identify the 
people in the group I can go over them again. 


Mr. Chairman: If you would, please. 


Dr. M. O. Edwardh: To my far right is Moses McKay, who 
is with the Canadian Council of Retirees, associated with the 
Canadian Labour Congress. To my immediate right is Dr. Joey 
Edward, who is the director of the Metro social planning council, 
also in the department of behavioural sciences of the University 
of Toronto. 


I am Mel Edwardh. I am associated with Pensioners Concerned. 
To my left is Isabel Russell, of the social action committee of 
the Family Service Association--which is, as you know, one of the 
largest associations of its type in Canada. 


To my far left is Dr. Sheila Ney Smith, who is chairperson 
of the pension committee of Development, Education and Action, and 
also a faculty member of the department of social work of the 
University of Toronto. 


Mr. Chairman: Thank you very much. 


Dr weiM. ofOwwr Badwardh: erfaking, youn flietteniawand pewanmisionr ito 
heart that you will give us approximately 15 minutes to review the 
major points we have made, we will certainly try to keep within 
that deadline. But you now have had a chance to see the report. We 
have made 1t as succinct» and »terse.as we-.could., It would be 
possible to cover it in some detail in that allocated time, but I 
would follow your wish in that regard. 


Mr. Chairman: We are certainly in your hands. you take 
whatever approach you like and we will be happy to listen; except 
we would like to have a little time for questions. 


ai 
Dr. Me O. Edwardh? yes .“Thank’ you. 


Mr. Chairman: Incidentally, I might remind the members 
that if they do not have the submissions in front of them, the 
exhibit number is 89. 


DEG. Ma Of mdwardh: “MneeCchairmany, rthought “Ie might’ juste 
review for a minute the reason this group is before you. This 
Coalition for Pension Reform was formed a few years ago as we 
watched the debate related to pensions, and the issues and the 
reports, and we thought we needed a forum which would bring people 
together and give us a chance to discuss some of the aspects. 


Also we should add that we are not technicians. We are not 
statistical experts. We are people who have watched, with concern, 
some of the things that are happening in Canada. 


At that time, we also felt the need for an educational 
program for people to look at the issues of pension reform to have 
some knowledge of the cost, and so on, of the changes they wanted. 
To this end, we have produced some pamphlets. At the present time, 
we are working on an educational kit that will be an audio-visual 
one, which will be available to community colleges and other 
citizens' groups in Canada. We hope to have that finished by the 
end of the year, on the assumption that the pension reform and 
changes will not be completed for the next two years. 


In our presentation there are certain basic assumptions 
which underpin the critique that we have presented to you. We 
believe firmly that pensions are for people. They are not 
necesSarily a means to amass capital, though that might happen. 
There might be other objectives, but in the main they are for 
people. They are a replacement income. 


Pensions are deferred wages, something that is earned, and 
they are not Savings, nor should they be regarded as savings. 


LAs Zor asm: 


We also believe that any legislative change as important as 
pensions should strengthen the fabric of our society, and should 
maximize the bringing of Canada together, should help minimize the 
regional disparity, and that this is a very important change and 
the social implications of it are frequently overlooked. 


We are also part of a social and political democracy, and 
there is an evolving role for women in our society. There is a 
need to evolve a role for the elderly, those who have retired, to 
make them productive and participating members of society. Tied to 
this evolving role, or this concept, is the pension reform that we 
are considering. 


If we lose the context and the reasons for which we are 
looking at these statistics and the means to pay, and so on, then 
this group feels that we shall all be the poorer for it. 


This is our underlying assumption as we look at the report 
of the royal commission and any of the other reports in Canada, as 
I say, from a nontechnical point of view. 


Se 


I would like, if you would care to follow me through the 
brief, to emphasize a few statements as we go along, and some of 
the things that we recognize. 


Programs we refer to should be designed to ensure that 
benefits will enable people to maintain a customary living 
standard. after .retirement. ‘I..would think this. is* aivery.. basic 
understanding because our experience with the groups we work with 
is that many or most have suffered considerable loss in living 
Standards after they retire. 


We believe in the criteria of equity and adequacy, and that 
these can only be met through a universal public scheme; and 
therefore the Canada pension plan should become the primary income 
replacement program. We feel that this meets problems of regional 
disparity and that it can be a unifying influence, that it meets 
many of the problems of portability et cetera, that confound the 
experts today. 


Whatever is done, we have to look at our  short- and 
long-term goals. We have many with us who are retired now and who 
ares in. trouble; and: with,,inflation..continuing..at..the. rate of IJI2 
and 13 per cent, the problem is only going to be compounded. 


Also we have to plan for the future, so that this situation 
will not happen again. 


With the short-term goals, we look at the largest group of 
people living in poverty today, elderly women. I do not think 
there is a report that has been produced that has not said that. 
There is ample evidence to indicate that the need is great. 


Fifty-three per cent of Canadians over 65 receive some 
benefit from the GIS program, an amazing percentage. This is in a 
table in the appendix. It is a very disheartening percentage. 


In order to arrest the widening gap between retired and 
employed persons, the basic public programs must~ reflect 
improvements in living Standards and not just increases in the 
consumer price index. I would like to call your attention to that. 


Some people say we cannot index, we cannot even keep up to 
the =scosto. offs > dhuvingy teincreasewpuwewaebelieve se thatmathe oi tara 
productivity of Canada is increasing in itsS wealth and that we 
should all share in it. Just saying we will add 10 per cent to 
your pension is not letting me participate in the created wealth 
and so on of Canada. 


Then we looked very carefully, as carefully as we could--let 
me be honest with you--at the report of the Royal Commission on 
the Status of Pensions in Ontario. We found we could not support 
this report, the recommendation for a provincial pension scheme. 


We  sfelt'y itpiwouldereducewmitthe .extent...to .which,. existing 
programs redistribute income. We felt it would accentuate regional 
disparity. We felt it would make it more difficult for pensions to 
provide portability for the mobility we need in Canada in the next 
decade as people move from place to place. 
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We are always concerned when people are compelled to save 
and there is no guarantee of the type of return. The freedom that 
is suggested here is the right for me to choose this annuity and 
this annuity and this annuity. I have considered myself some 
information about annuities; I have had them and I have found the 
choice very difficult. It is not an easy choice even if you have a 
great deal of information. There are many places in Ontario where 
such information is not easy to obtain. 


I guess aS I look at the rest of Canada--and I could see 
nine other provinces developing a similar one to respond to 
this--the suggestion became divisive and difficult to work. 


There are other points I think we should make. It does not 
make any provision for years spent outside the labour force to 
raise children and makes no allowance for periods of relatively 
low income. 


At the top of page three: Some of our members felt the 
amount of money that would come from this would not necessarily 
guarantee greater industrial activity in Canada, that some of the 
things they watch, as they state here, a great deal of our money 
has gone into corporate takeovers, not into new ventures. 


We have mentioned it would be difficult to integrate this 
with other programs throughout Canada. Low-income groups would be 
required to save at rates they cannot afford for really little or 
no gain in their income at the end. It would little more than 
offset what they might get from guaranteed annual income system or 
guaranteed income supplement. 


EY =think “Tt =Fr1s"eimportante “chat’—old= Age ®*’sgectrity—-and 
Supplemental benefits, GIS and Gains, would not improve with 
general living standards if the commission's recommendations are 
followed. I elaborated on that point a little previously. 


We were disturbed that the suggestion seemed to be that the 
government should not provide a model related to what they thought 
pension schemes should be, what they felt from their experience 
waS necessary, that they could go no further than industry. We 
found that statement rather shocking. We felt the government has 
provided many models as Canada has developed over the years and 
there is no reason why it should not continue to provide. 


Number three, we looked at the Canada pension plan. We felt 
it had two major shortcomings when we measured it against our 
criteria of equity and adequacy. We would like to call attention 
to the fact=that; when it was started,*we™thought tne Gis’ and so 
on would last for only 15 years and the Canada pension plan would 
move along significantly enough that we could eliminate these 
other grants. This has not been the case. 


Therefore, we would like to recommend that it become, first 
of all, the primary retirement income program for middle- and 
low-income Canadians. We have suggested a percentage here. 


PES50 ray. 
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We are also concerned about the contribution that homemakers 
make to our society. We have found no means to include them and 
recognize this. We are suggesting that some changes might be made 
in the Canada pension plan that would permit them to be part of 
its: @bso'p athiswe woudds,, beo, done, s40fe, course,ag by. 6 changing erate 
requirement related to the number of years one would have to work 
in the dropout period and so on. 


I think I should read this next one: "The pension problems 
faced by women are complex. Their ability to earn an adequate 
pension is frustrated by low income, periodic withdrawal from the 
labour force, poor prospects for advancement and part-time work. 
Because of the complexity of the problems facing women and 
low-income people more generally, we believe governments should 
consider introducing a minimum benefit into the Canada pension 
plan. This simple measure would meet the needs of women and reduce 
the extent to which low-income people rely on income-tested 
programs." 


We have also spent some time on the private pension plans. 
We think they are a part of the ingredient of the Canadian way of 
life. There are some changes that could be made in them. I am sure 
you have heard this many times. I will go over them: much earlier 
vesting, automatic spousal allowance clauses, disclosure of 
financial and actuarial information--in other words, let people 
know what is happening--the indexing of benefits and provisions 
for wider portability. The formulas that develop have ae very 
definite relationship to the highest years of income earning of an 
individual. 


If these changes are made, the private pension system will 
be able to play a valuable supplementary role building on the 
basic security of public programs. Experience suggests that these 
much needed changes will only occur if legislation is passed to 
enforce them. 


All of which is respectfully submitted, Mr. Chairman. 


Mr..o0 Chairmans Dist oBGwWargh padthat. was» VEry seainteresting. 
Mr. Williams has already indicated he wishes to ask you a 
question. Also you can see there are others in line. 


Mr. Williams:.,Dr. .Edwardh, as .the chairman has. “stated, 
your group has certainly zeroed in on the main concerns in the 
various areas: the private sector, CPP and your own perspective on 
PURS. 


There is one point you covered there that perplexes me a 
little. At the top of page three, you stated what is the obvious: 
"PURS will deliver vast quantities of new money to major financial 
institutions." I am not sure what the relevance would be of your 
next observation, that because there is a fair amount of activity 
in the area of corporate takeovers these days, the money would 
somehow be--I suppose you are implying--misdirected from areas of 
investment as to protection of goods and services. 


I am not quite clear how you see the money _. being 
diverted--if that is the right term to uSe--in an inappropriate 
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way. Surely, these investment institutions have to invest in sound 
securities, whether there are corporate takeovers involved or not. 


That would be part of the determination as to how sound an 
investment would be in certain securities; management in other 
companies that would have an interest in that management. I am 
wondering if you could elaborate on that point. I do not see how 
it dilutes the principle of generating money in the private sector. 


DowaM. GO. Edwaradh:’ We started with the assumption ‘that 
one of the basic reasons for building these large capital funds 
would be for the development of new industry, new directions, a 
new look at the energy needs of today. It seemed to us there was a 
feeling that this transfer would take place automatically. 


I would agree with you that the investment policies of any 
large corporation would necessitate that this money go where it is 
safe and would make the best return. We are just trying to say 
that this type of fund development would not necessarily find its 
way into the job-making, the industrial development or energy 
programs and so on, that there was not an automatic transfer. 


Moe neCDadGmMans ileasGathers yous .are -commenting, ,GDr.mzehawendn; 
on the fact that the commission indicated these funds from PURS 
would be invested in the private sector. I think that 1S your 
response. Without getting into a debate on corporate cannibalism, 
I would only comment as well that, of course, whether it is the 
private sector or the public sector, that kind of thing goes on. 


I noted the federal takeover of industry in the energy field 
and I suppose what you are saying is that we should be producing 
new and fresh developments to generate more economic activity, 
regardless of whether it is a public or a private sector plan. Am 
EbACOr rect? 


Des tM... OF L. Bdwardhes Yes: 


Mr. McClellan: Never mind your Joe Clarkisms, Mr. 
Chairman. 


Me. (@heirmanss2.0@donit. appreciate Ssther significance, «Mr. 
McClellan, but you can explain that to me after. 


Mr. Peterson: There is a very distinct Similarity. He is 
quite right. 


Mr... .Chairmam:. Mr..Brandt, you had a question. 


Mr. Brandt: I had a question in regard to the comment in 
the brief making a comparison between public and private plans and 
I think the point you are making is that, since the private plans 
in many instances are inadequate, the target should be something 
more comparable to the public plans as opposed to lowering the 
public plans or the government plans to that of the private sector. 


I think the royal commission made a comment to the effect 
that public plans should not exceed those in terms of benefits or 
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in terms of the kinds of dollars that flow to pensioners and those 
iit’ the “private Ssecuor. 


I wonder if perhaps you have addressed the question of the 
lack of discipline in public plans, recognizing public plans--in 
many public plans, not all of them--are not funded to the same 
extent as is the case in the private sector. In fact, they come 
from taxation as opposed to the amount of money that is put in the 
plans as they are in the private sector. 


Mra? i Mackenzie: ash d4wants Piedoya dissoelate a mysel lf roma, that 
"lack of discipline" that is coming from that member. 


Mr. Brandt: I suggest the lack of discipline as being a 
proper way of identification. 


Mr. Mackenzie: In your perception, not mine. That is the 
only point I am making. 


Mre” Brandts)[ ehth' ish -mYeepercepti0n)-anGd Vahe thinks O12 t Dates 
perception based on fact because the plans are not required to be 
disciplined in any way in many instances and in fact come from 
future taxation. 


Mr. Mackenzie: That is your perception, not ours. 
Mr. McClellan: You can't document that. 


Meee Brandt: ¢lt!s) artmact vor -lifes. ts nota duest1onmsca. 
debate, it's a fact. 


Mr. Chairman: If the New Democratic Party members would 
permit Mr. Brandt-- 


Mr. Brandt: I think I have made my point. What I am 
trying to say is that there is a major differential between the 
two types of plans, your point being that you should reach for the 
higher target rather than try to lower everybody to the other 
private sector target. 


I am saying there is a lack of discipline, which is being 
exception to by some members of the committee, albeit on very 
limited information, and the fact of the matter is that I think it 
is generally accepted-- 


Mr. Mackenzie: I am quite happy that yh is your 
observation. 


Mroo Brandt “bi amirs tillioabetngnfinterruptedsa Mes Chairman. 
I am trying desperately to get my point across. 


Mr. Chairman: I would ask the members to restrain 
themselves in tormenting Mr. Brandt. 


Me. Brandt: I am trying desperately not to be 
provocative. 


Mr. Mackenzie: i° just/*want* him ‘ee*~clain” avthorship+ stor 
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statements he makes that obviously do not have the agreement of 
others when he makes them aS a general statement. 


Mr. Chairman: I assume he is speaking on his own behalf. 


Nig, ser andtealNith® respect VW <Mre"-Chairmany theres are ova 
great number of statements that flow from the other side of the 
room that I disagree with, but I allow them just to flutter down 
as great thoughts from on high and I do not take exception to them 
but they are your position. 


Mrs Mc€lelian: In ‘that instance, you “are corréet. 


Mr. Brandt: Anyway, could you respond to that because I 
am. concerned ?about. that biaspect. "of, it? “Certainly,~.inta perfect 
world there may be the possibility of doing the kind of thing that 
is suggested in your brief. 


Dow int smo er Oem toe lind Ct Olli acul leet OeLeaDGNte rT to 
that without some of the details which you would include in the 
phrase "lack of discipline." I assume in general you mean they pay 
much more than they should, but I am sure you are referring to 
specific aspects of funding and so on. 


Dieaiaa ems 


Mew. Brandt :<at* wrllWegqivertyow la’ "specific example -sSore that 
my friends in the party opposite might be able to understand this 
question a little bit better. I am speaking specifically of plans 
which are indexed with no funding provided to incorporate that 
future indexation. That is the kind of thing I am talking about. 


It has been a matter of concern to the Canadian public for 
some number of years now, Since that indexing took place, that 
there is no money to Support the kind of indexing that is proposed 
within certain plans. So it must come from future taxation; there 
is no other alternative. The money iS not in some form of a fund 
which has been set up or contributed to by the people who are 
going to benefit from those future pensions. 


Dre. Me Os uOoWaLrGan: “solr, 1° am going to "et="somneone-erse 
in the group respond. 


Dr. Smith: I guess I see the problem as being in the 
assumptions in your question, as if there is something special 
about having what we call a "funded plan." If you think of there 
being so many dollars that will go into a pot and stay there for 
40 years and come out again at the other end, then I can see the 
rationale behind your question. But one of our basic points was 
that we have something called a "rising standard of living." We do 
not have any problems with the concept of as the standard of 
living rises perhaps future generations will be paying out more 
proportionately--I should not say proportionately, but in terms of 
dollars and cents--for me to retire several years down the road 
than the exact amount I would put into something called a fund. 


We are not working on the principle of a funded plan that is 
billions tof"doklarsiheld Sin’ trust)® but Grather ymorevof “a transfer 


28 


idea--the pensions are a reflection of a rising standard of living 
and therefore you have to eliminate the concept of a fund if you 
go along with that assumption. So the difference is, to answer 
your question, we are working on two different assumptions. We are 
not accepting the assumption of funded plans. 


Mr. Peterson: Can I make a supplementary on that? This 
troubles me. You make a very important point--the one that 
troubles me. I am not Sure it iS a reasonable assumption that we 
are going to have a rising standard of living. That is inherent--a 
fundamental point. 


Interjection: That is right. I was going-—-to—eay—the same 
eHings 


Mr. Peterson: Look at the past three years. It is a real 
fact there has been erosion of real purchasing power in the last 
few years for a number of workers in the community. If 20 years 
hence a Similar phenomenon occurS--and it could very well occur--I 
am not one of those people who are dramatically optimistic for our 
long-term economic prospects. I think there are going to be some 
fundamental readjustmentsS going on and some baSic readjustments in 
the way we live over the next few years. 


Anyway, that is only speculative. The facts are there are 
certain times in our economic history when there probably will be 
a real decline in purchasing power. At that point, you are going 
to tax those people more to pay for accumulated benefits of 
another generation. So you are going to eat further into that 
erosion of purchaSing power. It is a very difficult judgement. to 
make that we have the right to create those legal obligations for 
people in an age of potential economic insecurity to pay a lot 
mnorenObechewwLS) Ore Lisapem cent. of atheinspavroll to. look atrer 
someone else when they are having real trouble looking after 
themselves. Could you respond to that? 


Mrm., -Chairman:» Could, vounsresponds tojuthatyu (prc eaney, from ico 
Or Dr. Edwardh? We all understand what you are saying. Certainly 
it is not historic yet for some considerable period--succeeding 
generations have enjoyed a higher standard of living and with 
increased affluence they can better afford to--from that 
economy--bankroll the pensions of the previous generation. Am I 
correct in that? 


DU aw oma ie Ves: 


Mr. Chairman: Mr. Peterson says it does not always have 
to be that way. We could see a recurrence of something that maybe 
Mr. McKay or Dr. Melvin Edwardh may have remembered certainly, and 
Isabel Russell might have remembered--more difficult times. 


Dr. SMIthe .Lf <L:+mightiwespond  fo0n,MraesPeterson's. comment, 
Mr. Chairman. If you work on the principle of a transfer and a 
maintaining of retired people vis-a-vis the standard of living in 
Canada--and let us take Mr. Peterson's scenario that our standard 
of living goes down. It has not happened recently, but let us say 
it does go down-- 
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Boe ever son: Mal teenas.=<“In © tthe’ lasté*threée Styeaner At? ihas 
been going down. There has been erosion of real purchasing power 
for a very substantial part of-- 


Deo’ smrthsOkays Let-*usstwork “with “your scenarioseatrieyour 
principle is to maintain people vis-a-vis younger people in our 
society, the same principle can hold. If I am going down, then 
retired people will go down. I am talking of deflated dollars 
here. But the principle still holds and I do not have trouble with 
that principle. 


Mr Peterson s Sorry, ii jastosdidiinoek? fLols_owevthatweo Ieqdid 
not quite understand. 


Dre = smiths “The *principle®*45* thdt!l= wetiredmcpecple Fare 
maintained at the same standard of living as younger people. I 
think you can apply the principle no matter what is happening-- 
whether the standard of living iS going up or going down. 


Mr. Peterson: Here is the problem in real terms. Let us 
say we have doubled the CPP. There is going to be a phased-in 
increase in contribution levels of 15 per cent or 17 per cent over 
a 15-year period. 


If everybody's income iS going up that may not be a major 
problem. But if it is level and steady then my child, who is now 
three, in let us say the year 2000 will be working, will be paying 
a Six per cent or seven per cent contribution level for the CPP 
disposal dad needs. His standard of living is not increased in 
real terms. But he is sitting there getting a seven per cent 
deduction off his pay cheque because his old dad voted himself a 
higher pension, doubled his own CPP contributions far beyond his 
father's contributions at the time he was a contributor. 


That is the problem in real terms as I see it. That does not 
bother a lot of people, but the morality of that troubles me. 


Mr. Mackenzie: Could siyoungecconsider as pabtns we the 
question reordering some of our priorities? They have been out of 
whack for a hell of a long time. 


Mr. Peterson: That is the other side of the problem. 


Mr. Mackenzie: It iS a problem that does not bother me, 
but I recognize we are going to have to face it as long as I tie 
it into the cost that we have to tell people who are going to be 
involved eventually. 


Dre J SEdvaras ye owould@ jusvy Frverttore comment) #brietiiy; 
more from the point of view as a gerontologist as we look at the 
whole new role of old people in our society. 


But the question you are asking really raises a question of 
a vision. The question for your son is what kind of society do we 
Want °to MivelM@in-andutwhat .*role Sdod wer want)? ash legislatons:5.0r 


consumers, to create for our old people? 


I think the dollars-and-centsS argument you put to us is a 
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limited one and not the argument for where do we want to go. The 
question ultimately as I see it is one of how do we want. to 
recognize the contribution of people as they move through the life 
cycle, as they created the wealth, the affluence, the prosperity 
of our society. 


That prosperity might go down a little bit in terms of a few 
percentage points, or up a little bit. When we look at our world 
there is no question we are one of the wealthiest societies on the 
globe. The question then is how do we want to divide some of our 
wealth--whether it goes down a little bit or up a little bit-- 
among ourselves and future generations. Pension reform iS a part 
of the greater question: how do we want to redistribute, to 
allocate, to put money in the hands of some of our older people so 
that they continue being citizens? 


Dr. Edwardh referred earlier to us being a democratic 
society. If by virtue of the pensions we allocate to our senior 
citizens, we prevent their participation, aS a gerontologist I 
will tell you that we prevent their participation in our society 
for the most part. Then, what does that say about our society? 


Mr. Peterson: You think money will solve that question? 


Dr’ 468d.) o Bdward ti «'T3 -thinkyimoney “is-/-one of) the k fundamental 
issues related to the role of older people in our society--bar 
none. 


G2 5.02 sea sms 


Mri “uChairmatis°5 Yous i vares;//&talking) s#in~€a® » relative sense: 
Because implicit is affordability and you are comparing--or at 
least from what I gather--say the incomes of the elderly to the 
economic circumstance of the general population in any particular 
period. 


I suppose we are all the sons and daughters of somebody and 
Our parents have been responsible for us and we _ should be 
responsible for our parents. There has been a change over the 
years from "an individual responsibility to a collective 
responsibility and I suppose there should be some responsibility 
on the part of the general population, or the state, if you will, 
to "ensure ’"a-<dignity and “decency in’ °terms” of the “elderly 
population. Am I summing up your philosophy correctly? 


Dr. J. Edward: Yes. 


Nrit Brandes “Mrs Chadirmahfevl = Swonder «1° = -(couia' = pursie 
that question of economics just for a moment. You make a statement 
in the brief that the current debate regarding pensions is a 
matter of political will rather than one of economic feasibility. 
I find in the statements that have been made so far and what I 
have read of the brief--the part the good doctor took us through 
to this point--there seems to be a lack of any concern about where 
those dollars are going to come from. I guess I am on the same 
question as Mr. Peterson was trying to address earlier. 


I think if you were to ask any member of this committee what 
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his feeling is with respect to retired or pensionable people, we 
are all in favour of doing what is best in trying to assist those 
retired people to the extent we can. There are some of us who are 
perhaps concerned about the economic ramifications. It is not just 
a question of what one would like to do but what is affordable-- 
what one is able to do. 


Could you give me some indication of where that money would 
come from? What kinds of shifts are you talking about in terms of 
thee economic 'structure’ ‘of the country? yYotheare ‘talking ‘about oa 
massive exchange of wealth from one sector to another. 


Dr. M. O. Edwardh: Let me refer you to appendix page 
one. This iS current retirement income system in comparison with 
the average industrial wage of 1978. I look at that discrepancy 
and it is a pretty horrendous one. 


Nreacheter sonswtvYouuirealize;ioof f.colursesviehesetréal! cost eot 
that is? not’'S .6 peri -Gent -in*’ Canada). bit <iticsis*more> like veight* or 
nine per cent in current terms? 


DE.OMOLO.. -EBdwatdh :a. Nox 
Mr. Peterson: Sorry. I am talking about figure one. 


Dr. M. O. Edwardh: No. I was looking at page one of the 
appendix. 


Mr Perersoneg ls thoughGerm was? too. 


DESaeM 20:0. $sedwardh? sinene pare! lAtwo! (itablesrtetand =-thens tan 
appendix. There iS a bar graph looking at the income of the 
elderly in Canada and the income of other Canadians. I am saying 
in our type of society that is quite a difference. We are talking 
about all people who have contributed to society and who are 
contributing. Maybe we are talking about a much larger number. I 
am not Sure what that would mean--how big is the pie and how we 
are going to divide it. 


Deamitryangito say two things: In Canada there 1s wealth. 
Second, when we look at Canada and place it among industrial 
nations we find that our total is pretty well down the list. My 
recollection from reading, it awhile ago was thirteenth or 
fourteenth out of 17 in the amount of money we are prepared to put 
into our social welfare programs. All I can say is if Germany can 
BossrtGaorl sBritain scar idor-1ti or RSweden,.cani -do 4it:,9 why can't. weedoca 
little better. 


That does not answer specifically where the money is coming 
from but I am saying when I look at these figures in the GNP there 
is money there. 


Mr. BbBrandt: eink parti It scame e.from,a,; much, Smuch = higher 
participation rate for pensions at some long point in the past. In 
Sweden, for example, they are providing much more by way of 
extracting the dollars from the workers to provide for that kind 
of retirement income at a later point. The question is, how much 
do you want to take out of today's consumer for tomorrow's retiree? 
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Mr. Mackenzie: Are you Saying that they were smart 
enough to start a little earlier, Andy? 


Mr. Brandt: No. I am saying that there are perhaps may 
be some disincentives built into that system. In fact, it may be 
crumbling on them. 


Mrs’ ‘McClellan: “It? is fetlectedrain® their’ Suicide rate, 
Tent st pPAndye: 


Mr.\e Brandt's ~'T.diddinot asayt that hbo a fam tsayindg $thav Vilete 
are a great number of people in Sweden who do not look at that as 
being quite the utopian plan that other people seem to think it is. 


Mr. Mackenzie: I am not a betting man, but I will give 


$10 to $1 that they won't change it. 


Mr. McClellan: I knew somebody would want to make a bet. 
I just wanted to help them along. 


DrosM.beO., Edwardhs\s1 #just *introduceduthose texamples: and 
put our industrial production in line with some of the others and 
asked the question: Why cannot we afford more? 


Mr.. <Chairmansi Dr. tEdWardh,oeit as Omot olyountwhounisimeseing 
provocative. 


Mr. McClellan: You will have to excuse us. 


Mr. Chairman: Mr. Mackenzie hasS indicated that he wanted 
to ask a question. I assume it is of the celestial type, unlike 
Mr. Brandt's. 


Mr .-*Mackenzie? “cit Pis Pabivery » practical @onesy stintrvoewWast 
night,, I “had not*-teken~ a"fook* at’ your’ ebrvert T-Hoeticeds onviie 
first page, though, that the position of your organization--it 
does not really surprise me--is that everyone should have the 
Opportunity to earn an adequate pension as a right rather than 
receive benefits from income-tested programs, such as GIS and 
Gains. 


I have heard members express almost incredulity at 
Suggesting that some people on pensions might consider it a bit of 
a welfare measure that 53 per cent of those receiving pensions 
have to receive income from Gains or GIS to make ends meet. We 
have taken a position that we would like to see this eliminated 
and replaced by a program that people do not see as some form of 
welfare program. I take it that there is some sympathy, given that 
statement from your group. Do you people see that as a personal 
problem with people? 


Dra We Edwardenti twouldjayusteecomment 8in-faterms) -ofatthe 
research and the interviews that I have done related to older 
people in the community. There is no question that the Gains and 
the GIS programs make older people feel as if they had failed. 
They make them feel that they have been unsuccessful in providing 
for themselves in our society. Often it makes them feel negative 
towards themselves and that, in fact, affects how they move out to 
participate in the society. 


a el 
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AS an Organization, at another level, we would say that it 
is just a part of a layered cake of income security measures we 
have created that is confusing, that keeps people below a poverty 
level and that we would be much better off as a society to move to 
a more comprehensive way of dealing with the income security 
issues of the elderly. 


Personally, in terms of the individual life experience of 
Old people, it is negative. They feel like beggars in a society 
that taught them to care for themselves. That is very important 
for us to understand in terms of the value set that we have as 
Canadians, our individuality, our striving to care for ourselves, 
and what those income security programs mean; and then, secondly, 
what it means in terms of the whole bureaucracy of providing that 
we have created. 


Mr. Mackenzie: AS part of the same question, I do not 
see quite the same negative feeling in the people I have to deal 
with who have inadequate incomes and the old age security portion 
of it. That seems to be a more accepted part of our retirement 
plan. 


I would like to know if that is your perception as well; 
also, whether you accept the fact that if we went that route, if 
we decided that we are going to have something that improves what 
is considered a basic right in terms of an adequate income from 
whatever combination we bring together--and the simpler’ the 
better, as far as I am concerned--in terms of pensions for people 
when they reach retirement age, we could also be much more open 
and honest with the public, with ourselves as legislators, with 
everybody else involved in terms of what it is actually costing 
us. 


Onenrd fiithemthingsaethat shides nthe. costs, 7,1sSiethe. kind, for 
layered bloody program we have now and the difficulties with 
requiring people to substantiate their incomes or their needs 
before some of them are able to draw upon them. 


De edeads wrongmiGrmnotr. .ThiswiiSe myn perception: from. my 
dealings with people. 


12 noon 


Mie. eMcKay: «Mu oe Chairman, oeare omany! of. wou ogliving 9oon 
retirement pensions the same as I am? I know a little bit about 
ib; fandaa. agree in principle ~that.,itis a, form of welfare, whether 
Ge'S the GIs or the Gains program of the province of Ontario. The 
Sample sr eason si Ssoethat “in timye opinion, youswcannot Gbuagid pas social 
security system so long as we tolerate and condone 20 per cent of 
the Canadian people living on 3.9 per cent of total income and the 
tObDn 20,qdper, .cent..getting. 10,.times,,what,; the ,.bottom percentage .get. 
These are the latest statistics. 


It's like an extension ladder. The reason 1 say. you can't 
build a social security system on this philosophy is that since 
1951, when I started working in Metro Toronto--I was working in 
Quebec before that--when you lift the bottom rung up one step, you 
push mthe,stop.rung,sthe.. same» distance; SOwyous have. deliberately, 
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whether it was planned or otherwise, maintained that gap _ for 
30-o0dd’ ‘years. Nothing is*going® tovtix at ‘as Fong’ as*we Mon*tl try 
to *close “that Gap avlittie ure. 


The thing that disturbs me very much is the proposed 
pensions are not going to do it for single pensioners and 
especially widows. Let me be very frank and state my case. If I 
Gie tomorrow, Mrs. McKay loses my money. I am still working at 78 
years of age and paying federal and provincial taxes. She will 
lose 100 per cent of my earnings. She will lose 100 per cent of my 
old age security. She will lose 100 per cent of my government 
annuity,< whichis” parte of omy “Own Security otiiat. i obtti Et *upewsne 
will lose 100 per cent of my private pension. And she will lose 40 
per cent of the Canada pension. She will be left with the same 
expenses as we have when we are comfortably living together right 
at this very moment. That is the case with tens of thousands of 
widows all over Canada. 


The question always arises, where does the money come from? 
I suggest that there are a few people sitting around here today 
who are building their security at all. The money that you are now 
able to pay out to the different people you are so worried about 
has come aS an inheritance from our work of 30, 40, 50 and 60 
years’ work in so far as I am concerned, my own personal 
contribution. You get the money from where exactly you get the 
money to build an airplane, a bomber or an atom bomb. Exactly the 
same place. All you have to do is move your priorities a little. 
It would not hurt anyone at all, but it would help an awful lot of 
people. 


You *can talk until Pyourtare” blueMinoSthe face -ervand>cmihave 
heard it for the last 30 years working in the community, about 
what we are going to do for the old people. But as long as you 
maintain those 20 per cent people at the bottom of the social 
economic ladder, you are always going to have welfare problems and 
you might as well get used to it. 


There is one last point I would like to make; and I have all 
Kinds of material. What I want to know for my people--although I 
am a member of this committee, there are some things that I have 
to get back to the Canadian Council of Retirees--if the employees 
covered are less than 50 per cent of the work force, what would 
this provincial pension do? Would it be portable within the 
province or within the national scope? Would it be fully indexed? 
Would there be survivors' benefits? What about the 10 years' 
service and age 40 and out; is that there? : 


What about the employer who takes the money he was supposed 
to put into a pension fund for nine years? I have no real pension, 
because I have never worked in a plant long enough; I always got 
fired for organizing a union or something. Therefore, the nine 
years' contributions that the company is supposed to put in there 
have already been written off as a cost of production. Do they 
send any of that money to the federal government? 


So, indirectly, the federal government is paying a lot of 
the pension money that the firms are getting credited for paying. 
If you would allow me 30 seconds, I can explain fairly fully what 
it means. 
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Biisaptegcanelatge, 66iems eThe».contractwujust «finished <,in 
September. "Subject to obtaining and retaining acceptance of the 
pension plan by such pension commissions and other supervisory 
bodies as the company may deem necessary, and subject to obtaining 
and retaining such acceptance of the pension plan by the relevant 
tax authorities as the company may deem necessary to establish 
EnDabgemtihe,, companyi iis «nentitled, to..deducts..the» amount ;of» its 
contributions to the pension fund as an expense before taxes under 
the provisions of the Income Tax Act." That is what the union had 
to sign before they could sign the contract. 


SO, PeHuangingwyOUL apriogities.a..little bit is not doing 4t¢ 
Helpacie economy, (of the country at all. It is going to help a heck 
of a lot of other old people and not going to hurt you or me, who 
are living pretty high on the hog at the present time. 


There is one other final point that iS most serious, as far 
aoa am.concerned, jit 1S going, to,.do,.nothing. at..all for those who 
are on private pensions that are nonindexed. My private pension, 
which I have been drawing since 1968, is nonindexed. It is hardly 
worth the paper to write the cheque on at the present time. But if 
I lose my job or give up my job through health or any other way, 
and if I apply for the guaranteed income supplement that I would 
be entitled to if I did not have a private pension, I have been 
told that I have a private pension of so much, even though it may 
hotepay «lor ia, pound.of coffee, 


We have thousands of senior citizens who went out and got a 
little bit of a job. What happened to them? There was 100 per cent 
tax deduction. Let me give you one concrete example. 


Leqoweaamaniza aOb.43nmancdoctor.'s.,office: cleaning. itsfor.$80.a 
monthscit was an: :houre a night; it.was a. .very.-small,+job..:1I.would 
have taken it had I needed the money. When I looked at the 
figures, what are known as the figures from your provincial and 
federal governments, I told him not to take it because as a 
resulting of taking that $80, aS everyone sitting around this 
table knows, his GIS would be reduced $40, Gains would be reduced 
$40, and he would have to pay a couple of dollars a week in 
Evaneportation bo oO tO; dorsthe: little»bit rof.,as.j0b. 1.50.1, advised 
hamenotpto,donit. 


Those are a few of the things--and there are others; I could 
go on for quite a while--that concern some of the old people right 
NOW. « There m1S...littlé..or snOanheidp. fore, those. wno--are— already 
suffering. 


Mr. Peterson: You make a very eloquent case, and I am 
happy to hear your point. But this last example you used troubles 
me. 


Let me give you a personal experience that I had on Monday. 
I went to an Ontario Housing unit in London. There are a number of 
problems with dramatically increased rent this year; there was a 
20 neOteant40ce.per - Cent. nents «ncrease,4,and..there . waseeea si 0ts) o£ 
unhappiness about that. We went to a meeting with the residents 
and we looked at everybody's individual case. As you know, the 
Minimum is about $479 today for minimum benefits if you are 
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completely on a public plan. So we looked at each person's case to 
make sure that the bookkeeping was right. 


One lady came to me and she said her rent had gone up so 
much. I asked why and looked at her case. I said, "you are not 
getting full benefits from Gains or GIS." I looked at her case. 
She had an annuity. She worked all of her life, with no pension 
plan. She was a Single lady. She saved §15,000--a remarkable 
achievement, in my judgement. She put that into a debenture of 
some type and was getting income from it; therefore, disqualified 
for any GIS or Gains, or anything like that--as you were saying, 
wari. 


Then she said to me: "I have made the worst mistake of my 
life. Why should I have saved money? A lot of these people here 
didemnot wsaveucmerpennysstI tdidhe Liqascrimped.teis had tagusense mez 
responsibility to myself, to my country, to save this money. I 
saved it and now it is costing me." 


Exactly your example, sir, in a way. IS it your judgement-- 


Mr. Mackenzie: As long as you don't use it to nail those 
who are not able to save, because they cannot. 


12:10 p.m. 


Mr. Peterson: I am not, Bob. This gentleman used a 
Specific example. I am uSing a specific example. 


In addressing the philosophy of this problem, I think we 
have to ask at some point--maybe it is a meaningless question I am 
asking but, on the other hand, as a gerontologist maybe you would 
say it doesn't matter whether that person is making any money; it 
may be more important to their mental health to go and have a job. 
I mean, there are other aspects to these kinds of things. You may 
not have the same view as this gentleman. 


Do you have any comments on that particular example, or 
those two examples? What should be the social objectives from that 
point of view? Obviously, living in dignity is a very important 
part of the question. But there is more to living in dignity than 
just money. 


Mr. McKay: The point you are missing perhaps is that she 
does not have to spend her $15,000 at home. The $15,000 is not 
considered as income according to your government's own figures. 


Mr. Peterson: No. Just the income off it. 


Mr, MoKayse The winterest, she igets) firomenthat; $15,000y would 
be considered aS income. There is no doubt about it. 


Mr. Peterson: She-*says.’ now,» “Why” @didn"“t Ie’spénd— it! and 
come in here and get the same amount back from the government in 
Gains or GIS?" 


Mr. McKay: I could say the same thing. I have been 
working for 60 years, all my life in different places. But I would 


ee ee ee ee ee 

















oT 


not say the same thing at all. I have saved enough to look after 
the family and myself, and I have not drawn a penny of guaranteed 
income supplement or the Gains program. So there is enough to save 
for yourself. I am more independent, and I feel proud about it. 


Br Smith: I * swoulad™ Dike *"to-™ make? “alP*comment. U2 Your 
observation raises, I think, two important points. The first ‘one 
is the very unusual position of that woman, as we know the 
employment records of most women. My congratulations to her to 
manage to save $15,000, given her wages over the years. I see her 
aS a rather exceptional individual, which is one of the problems 
of generalizing from an individual case. 


But the second point, and perhaps the more important point I 
got out of what you said, was how our income programs for people 
aS they retire have been built up kind of piecemeal fashion for 
any number of years and, therefore, the recognition by everybody 
that there are a lot of contradictions. We are encouraging some 
behaviour that we don't particularly want to encourage _ and 
dissuading other people from the type of behaviour we would like 
them to go ahead and do. 


It is because we have not set out what are our social 
objectives and looked at pensions as a whole for across Canada 
that we get the type of examples that you have just given. The 
person who has indeed made great sacrifice over the years to put 
aSide this money then turns around and says, "Now I am actually 
reaping the benefits of obeying some of the roles of our society," 
which, aS an aSide, I might say many women are seeing in other 
aspects of their life these days. But that iS a prime example of 
what is happening because of the contradictions in our income 
programs right now for retired people. 


Mr. Mackenzie: Part of the question I was asking, when I 
was trying to put the thing in focus that was bothering me, was 
the OAS part of it. Is there as much negative feeling about the 
OAS as there is about GIS or Gains? I have not found it. 


Dr. M. O. Edwardh: I would like to answer that. When we 
started the “old “age security, they put a “Little ‘thing ‘on’ our 
income tax saying I was paying two per cent for it; so as far as I 
amnrconcernecd?)® Ihave *‘paia tor “ithatieallwemy: LTiftermcit isigan 
investment, and I am entitled to it. 


Mr. Chairman: In the past, before you were here, I 
brought that to the attention of the committee on a number of 
occasions, because I am old enough to remember that as well. 


Mr. Brandt: You certainly are. 
Mr. Chairman: Yes. 


Mr .48MeClelVarn: My’ +coliegague “and shwint *thevnNDP wat tteast 
support the solution that the coalition has put forward. In fact, 
your “solutions “to ‘the* long-term” pension »problem are®*’tdentical- in 
all respects, aS I understand your brief, with our own perceived 
solutions. 


38 
Mr. Mackenzie: And has been the case consistently. 


Mr sdenMeClellans: Ing Nake. -che..poant, not LOG. pOLiLLicalL 
purposes, but «simply..to» andicate,. that there. .1s. a consensus 
developing, at least in perhaps a small corner of our society and 
hopefully a larger section of this society, with respect to the 
direction of long-term reform. 


You have identified something I do not think was identified 
previously as a problem with the PURS program on page two when you 
talk about--I suppose it is silence on the question of Survivor 
benefits. I am raising this for purposes of the committee as much 
aS with the witnesses. I am not sure we have looked at the 
question of survivor benefits in relation to PURS and what the 
ineiusion } -Ofe. ISUnVIVOry..benefatseawould %do..:to.@thes contribution 
structure and the benefit structure of the PURS program. 


Mr. Peterson: Now, if Mr. Bentley could help me with 
that, my understanding of that is-- 


Mr. McClellan: Am I wrong? 


Mr. Peterson: I think you are because it iS a money 
purchase plan. You have a property right in that money you have 
accumulated under the PURS system. You can buy a joint annuity for 
you and your wife or you can buy your own annuity. You can buy a 
five-year, you can buy a whole life, and the estate is entitled to 
whatevers--icr~ Left. mini iapthe » pote ati m yvourmideath,..,.so.,.there. 1s 
automatic--if you die with a PURS program and no offspring, your 
estate would get the residue of your PURS program. 


Mrivc Bentleys oQnera pedanriication pasetiavoum takewaugloom an 
recommendation 40, Lb is item (d) which then refers (ze) 
recommendation 53 which sets out the principles. 


Mr. McClellan: This would no longer be on the basis _ of 
20 per cent average industrial wage, though. 


Men Bentley: No. 


Mr. McClellan: Have we got a table of reduction worked 
out? 


Mr. Bentley: I, don't «think there, is: one. 


Mr. McClellan: Maybe that is something we could give you 
when we give you some additional data to work out your PURS model 
with varying assumptions. Maybe that is one of the things we could 
fold in and try to have a look at what kind of a problem survivor 
benefits represent within the structure of the PURS program. 


Mr. Jennings: There is also the requirement, when he 
bought the annuity between age 65 and 71, the requirement that the 
primary form of benefit must be a life annuity, that the employee 
with at least a 60 per cent survivor plan, so you would be 
required to get that unless the spouse waived the benefit, for 
whatever reason. 
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Mr. Peterson: Just so we understand, if the two spouses 
die before all that money has been spent, that goes to the estate 
so your kids would get it. You make your own election if you want 
five-year, whole life; you can buy anything you want. 


Mr Peco etranss mas “Chink onerVoh® the “things that: was 
stressed by this delegation was the problem of survivor benefits 
and I am not sure we have paid enough attention to survivor 
benefits, even within the structure of the Canada pension plan, 
let alone within PURS or within private pensions. 


Mr. Chairman: Mr. McClellan, I think’ the point’ you have 
made is well taken. AS a committee we really have not exhaustively 
analysed these alternatives, if they are alternatives; that is, 
the Canada pension plan enrichment versus the PURS program. I 
think that is an area we will have to get into in great detail in 
the new year. 


Mr. McClellan: I understand that. I just wanted to 
stress that particular theme when we do that. 


Mr. Chairman: I thought Mr. McKay's comments were very 
pertinent and should be considered in conjunction with the 
committee's in-depth review. 


Dr. M....O.. Bdwardh: 'Mr..<d:Chademan,as gustisanetheru conments 
1£f I may, and I realize you are focusing on the PURS program: It 
Veenot thet intention 2or: this) coalition (to: ‘focus: sonssthat. sjust to 
Pointeout some Sshortcomings#on “ity? Towould sbike:jtosgo backwonce 
and reiterate we feel we need a national pension plan that reaches 
into all corners of Canada and we stand much the same before it, 
rather than depend on 10 different masters trying to fuse a 
portable, workable pension scheme for Canada. 


Mr. Chairman: I think that message has come through loud 
and clear, Dr. Edwardh. Further questions? 


Mr. Brandt: There is just one figure I would like to 
get. Could you give me the number you would like to achieve in 
terms of an optimum objective for a Single person retiree and for 
a couple? Do you have a number fixed in so far as the coalition is 
concerned? I am sure that you do, but what number is that? 


Dr. M. O. Edwardh: Do you mean the actual dollar number? 


Mre Brandt: The actual dollar number in 1981 that would 
be required for a retired Single individual or a couple. 


12:20 p.m. 


Dr. M. O. Edwardh: I am going to let someone else answer 
this. I guess the only place I feel that I am really qualified to 
respond is the differential that exists between income for a 
couple and for a single person and the false assumptions that they 
may only need 50 or 60 per cent aS an individual. So there are 
really two sets of figures you are asking for. One is for the 
individual and the other is for a couple. Is that right? 
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Mr. Brandt: Yes. There are a few things we agree on in 
this committee. One of them is that the perceived percentage for a 
Single individual income as opposed to a couple iS way out of 
whack in a great many instances and particularly affects females 
because of longevity factors and so forth more than it does males. 
I think we are in acceptance on that point. We would like to 
address that particular problem. Do you have fixed number which 
you could give usS as your indication of what would be adequate? 


Mr. McKay: The total fixed dollar is beyond the 
competence of me or anyone else where. You are talking now about 
the mechanics of what you would have to do if you had your 
increased pension alone. How we are treating our old people in 
Canada, in my opinion, iS an insidious form of euthanasia. I 
honestly believe that. 


Mr. Brandt: That is not helping me with the number. 
I appreciate what you are saying, but-- 


Dr. M. O. Edwardh: (Inaudible) on these figures. There 
is a real problem here of geographical location, of a whole series 
of how it--that you cannot answer, but they have worked on these-- 


Mr. Chairman: If you do not havea number, .that’.is.. okay. 
We understand the gist of what you are saying. It was just a 
question of whether you did have it. 


Mr .. Brandt:» Could)iI sthen ask,» in. terms:)of,,ajomore. global 
approach, what percentage of whatever that number iS would you 
Suggest would be required by the single individual? 


Mr. Peterson said, “Would you accept 80 per cent as opposed 
to the 60 per cent?" Do you have a fixed number on that? 


Dr. Smith: We would endorse Mr. Peterson's Suggestion of 
80 per cent of the average industrial wage. 


Interjection. 


Dr. Smith: I think there are actually two points. There 
is a single, compared to a couple, which you have said you agreed 
on, but also our other point was that a retired person's or 
couple's income should be 80 per cent, roughly, of the average 
industrial wage. I think it is useless to put it in terms of 1981 
dollars because it will be different next year. 


Mr. Chairman: You would tie in the benefits of the CPP 
with the average industrial wage and that should be 80 per cent? 


Dr.rSmithenyes: 
Mr .SChairman’:Thateirsshelpful ; 


Mr. ‘Brandt: ;sYes. «That, at« least» gives» us». some» »target 
number that we can-- 


Mr .veCureatzsaniIse! thateapers couple zorjopers Budividual 2.00 
missed that point. 
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Dos Oe BOWatlae iat, 1S ‘a “very important question ana one 
that we have not really addressed collectively. I think it is one 
we would like to address and maybe we would return some of our 
thinking on that to the committee-- 


Mr. McClellan: That would be helpful. 


Dr. J. Edward: --because I understand the question you 
are asking and we are very concerned about the differential. 
Certainly the single old person suffers immensely. 


Bxactay what = that iditterential- ishouldmibe “lye -am* not sure 
because I have not addressed that question, or we have not 
collectively. I think we would like to maybe spend a little time 
on that and return in writing our comments on that. 


Mr. Chairman: Dr. Edward, possibly at some future date 
you could put together something and drop it in to the committee. 
We should appreciate that very much. We certainly appreciate your 
coming before us this morning. It has been: a very worthwhile 
exercise, and most helpful. The committee stands adjourned until 
two, oO CLOCK. 


The committee recessed at 12:24 p.m. 
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SELECT COMMITTEE ON PENSIONS 
Thursday, September 3, 1981 
The committee resumed at 2:08 p.m. in room No. 15l. 


ROYAL COMMISSION ON THE STATUS OF PENSIONS IN ONTARIO 
(continued) 


Mr. Chairman: I see a quorum. 


We now have a fresh exhibit, 103, which has been distributed 
over the noon hour, and that is the brief of the Canadian Union of 
Public Employees, Ontario division. We have with us this afternoon 
Lucie Nicholson, the president, Terry O'Connor, the 
secretary-treasurer, and I believe Mr. George Williams, a member 
of the pensions committee, is here with us as well, and Tony 
Wohlfarth, the research officer. 


If you people would like to come forward and find a position 
in front of those microphones, we would be happy to have you deal 
with your submission in any way you like, remembering, of course, 
the members are always anxious to interrupt and ask questions. 


Mspeanicnolsone. Thank you, Mr. Chairman. As you have 
introduced my committee, I will just tell you who is who. On my 
far left is George Williams, Terry O'Connor is on my immediate 
left, and on my right is Tony Wohlfarth. We had intended to have 
with us David Bruce, who is the president of the Ontario Municipal 
Retirees Organization; however, Dave's wife is rather ill, and he 
has had to go to the hospital to be with her. 


Our brief today responds to the major recommendations of the 
royal commission and gives a series of recommendations for pension 
EesormoeingOntario sik would Like tomhighlight4the *majors points ‘of 
the brief, and we will be pleased to answer any of your questions. 


We did send the brief out very early this morning by 
ecourver.. Apparently you cdid»not receive “it until@noon.+Forethat I 
make no apologies for the courier service. 
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We think it is very useful to review the dilemma in our 
pension system and the reasons why the royal commission was 
eataplrshed fin? Loy7< 


On the coverage, Zt is now recognized thac 
employer-sponsored pension plans cover only about 45 per cent of 
the Canadian labour force. The problem is particularly serious for 
women: only one out of three belongs to a pension plan. 


On the vesting and portability, the inadequate vesting and 
lack of portability means that many who contribute to pension 
plans will “never collect. As evidence, only 14.7 per cent of the 
income of the elderly comes from employer-sponsored plans. 


On the adequacy, a majority of our senior Gitizens. (5373 per 
cent) have incomes so low they qualify for the guaranteed income 
supplement, a form ‘of welfare. Particularly hard hit are the 
single elderly. 

Needless to say, the "pension crisis" posed a real challenge 
to all concerned. In our brief to the royal commission in December 
1977, CUPE responded to that challenge to redesign our retirement 
income system. We presented a host of recommendations based on the 
following principles-- 


Mri. 47-Cubeatz:..Mr ie Chanrnan,. ln. oCCrms Olu US alo. Owe 
along, is it safe to say that we can just capture some of the 
items on the summary of the recommendations? Is that the page that 
we Should be on? 

Mr. McClellan: Page five. 

Mr. Chairman: You are going to have to be resourceful. 

Ms. Nicholson: I was asked not to read the brief. 


Mr. Cureatzs >No, thatisstine. 


Ms. Nicholson: Personally, I would have preferred to 
read the brief as you hadn't had it prior to-- 


Mr. Chairman: You are doing a wonderful job. 

Ms’ Nicholson: Dhatsmartvernificrstare. 

Mr. Chairman: I can follow you perfectly well. 
Mew Brandt: .I'lishelp sam. 

Mr. Cureatz: Thank you. 

Ms. Nicholson: It's a mutual admiration society. 


Mr. )» Mackenzie: All we. need) 18 Svourgesuppoccus CommLue 
positions now. 


Mrie.Gilbies.: We'll help you with the big words anyway. 


Ms. Nicholson: The recommendations were based on the 
following principles: 


l. An expansion of the public system through increases in 
the basic old age security and the Canada/Quebec pension plan 
benefits. Specifically, we recommended OAS benefits to replace 25 
per cent of the average industrial wage, and C/QPP to a maximum 
benefit of 50 per cent of the AIW. 


2. A strengthening of the private pension plans through 
legislated’ ;amprovements: « ing vesting, aiportability, eseligipiticy 
standards, indexing, survivor benefits and disclosure provisions. 
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Di. meprandts sbelore myvour turn’: that's pages - on @ "the "first 
point, am I reading that correctly where you say 75 per cent of 
the AIW? You mentioned replacing 25 per cent; are you coupling 
that with the C/QPP for a total of 75 per cent; so your position 
is 75 per cent of the AIW? 


Ms. Nicholson: Right. 


In submitting our brief in 1977, we foresaw the significance 
of the commission's work and issued the following challenge: 


"The recommendations of this royal commission on the status 
of pensions, we submit, will undoubtedly set the standards and 
tone for the Canadian social security system and private pension 
plans for the next two decades. That is an awesome responsibility." 


It is unfortunate that the commission failed so miserably in 
meeting ythis  ~responsibility, *particularly since” it~ is-'widely 
acknowledged that the pension crisis has worsened in the 
intervening four years. 


Instead of providing leadership to the other provinces, the 
royal commission wasted four years and then proposed a pension 
system based on “individual initiative" which, if enacted, would 
take us back 50 years. 


Now your committee has to meet this challenge: to separate 
the myths from the facts in the royal commission report and to 
develop a set of coherent pension policies which will move Ontario 
ahead into the 1980s. 


The main recommendation of the royal commission, and by far 
the most controversial, is the one that calls for a provincial 
universal retirement system. Since you are all familiar with that, 
I am not going to bother to read that recommendation to you. 


This proposal has numerous shortcomings which the commission 
failed to recognize. 


In the commission's own words, PURS will not generate an 
adequate retirement income for 47 years, during which Ontario's 
elderly will continue to lose the battle against poverty. 


Even upon maturity two generations hence, PURS will only 
replace 15 to 25 per cent of the AIW. Combined with OAS (which the 
commission would like to see decline as low aS seven per cent of 
AIW) and C/QPP (maintained at its present level of 25 per cent of 
AIW), the majority of Ontarians will be retiring on only 50 to 60 
per cent of their preretirement earnings. Moreover, PURS makes no 
provision for indexing. 


As a money purchase plan, PURS is a poor vehicle for income 
replacement. Benefits are based not upon preretirement earnings 
but on whatever pension can be purchased at the prevailing annuity 
rates on retirement. 


PURSi Ewonddiuiferce tenployees? <torSibear “alln@of, thers risk 
associated with inflation, stock market fluctuations, investment 


= 


performance, et cetera. While they are free to choose how to 
invest their individual accounts, they must bear all the costs of 
this peculiar form of roulette without the risk-pooling advantages 
of group pension plans. 


With all of these disadvantages, one wonders who will 
benefit from PURS. The answer to this question is given in the 
following passage from the report dealing with the question of 
uniformity in pension legislation across the different 
jurisdictions. Here it is acknowledged that PURS may disrupt the 
presentin Uniformaity,.. but it 1i¢ rationalized ‘on {the “following 
grounds: 


"The (¢prineiple <oOf wndrormity,s Ines provineral A-begqrsraczon 
affecting retirement income is essential for a country with a 
mobile work force and with many businesses operating in two or 
more provinces. However, some sacrifice of uniformity may be 
necessary to allow Ontario to pursue a policy of economic 
development which in the long term, in the commission's opinion, 
is the only firm foundation upon which a rationalized system of 
retirement income provision can be built." 


In other words, the whole PURS system is designed to serve 
the investment needs of the private capital market in Ontario, 
which "in the commission's opinion" is deSirable for Ontario. This 
Sums up in one paragraph the reason for PURS to act aS a conduit 
to funnel workers' pension moneys into the revitalization of the 
private sector in Ontario. 


We in CUPE submit that the pension rights of Ontario workers 
Should not be subservient to the voracious capital needs of 
private industry. PURS should not be introduced to cover up for 
the repeated failure of the private sector to reinvest its profits 
into new plants and equipment in Ontario. The workers of Ontario 
deserve better and are demanding better. 


In adopting this approach, the commission rejected the 
alternative put forward by many unions, consumer groups’) and 
concerned individuals: . an. expansion .in, the existing”  C/QPP. 
However, the reasons for the C/QPP alternative are as compelling 
now as they were when the commission started its work in 1977. 


The -C/OPP “approach “iS "Consistent. wit OuL stra. teon 1 
Canada, where some 95 per cent of employer-sponsored pension plans 
are of a defined benefit variety, thus allowing for the stacking 
Or integration of benefits. 


The C/QPP, like PURS, offers the advantage of immediate 
vesting,.and,,docking.»1N.? Liwis. betler. tham PURSI.in | SO.tatwase 1 
provides for Canada-wide portability, whereas PURS would only be 
in Ontario. 


The C/QPP provides universal coverage to all wage earners 
regardless of age, length of service or type of employment. 
Combined with OAS, it provides unviversal coverage to all the 
elderly. 


The C/QPP provides an existing vehicle through which we can 
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achieve’ adequacy in income for our pensioners. Currently it 
EFepraces 01257 per Ncent voreithe sYMPr > n/ands “tna's’ shouldbe ¥r awised 
ammediatebyeito. 50arper «cents sPURS/#eby ocontrastyeds expeéted “to 
Pee ace OoulyaiS co 20 per cent, of AIW in “the year? 2013, with no 
provision for indexing. 


It should be pointed out that it is not only unions who feel 
Chat wePURS fevsitra; step adnhethe swrongierdiréection.- Aw Weastesone 
provincial government, Saskatchewan, went on record during the 
national pensions conference as favouring a significant expansion 
in the C/QPP. I quote: 


"From this assessment, the government of Saskatchewan can 
only conclude that expansion of Canada's public pension system is 
Simpler, easier to understand, much more fully satisfies the 
criteria for an adequate retirement income system which we have 
outlined, and is generally more efficient and effective than 
mandatory private coverage could be." 


In reaching this conclusion, the Saskatchewan government 
examined the recommendations of all the recent task forces on 
pensions. Of these, all but the RCSP recommended some form of 
improvement in the C/QPP. On page nine of our brief we have listed 
the five major pension reports. 
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Finally, the realization that C/QPP improvements’ are 
preferable has been put forward by a management consultant firm. 
The Wyatt Company had this to say about PURS: "The same goals 
ascribed to PURS could more easily be achieved by other means, for 
example through changes to the Canada pension plan, and would not 
take 30 or 40 years to mature, as is the situation for a money 
purchase plan." 


We in CUPE feel that the time has come for the government of 
Onvario “DCOwe give aats "Tuli hstupport “tor? C/OPP*rvexpansion.) Fin 
recognition of the overwhelming body of evidence that it is a 
Superior method of providing pension income. AS the largest 
province, Ontario should be taking the lead on this issue in 
upcoming negotiations with the federal government. 


In fact, if Ontario does not meet this challenge, there is a 
very real chance that it will be eclipsed by other jurisdictions 
as the leader in the pension benefit area. In this regard, we have 
already mentioned the position taken by the government of 
Saskatchewan at the national pensions conference. It should also 
be noted that the federal government has made CPP reform a 
priority issue, with the possibility of federal pre-emption to 
Maintain national standards. 


Only ‘one conclusion ~canjrbe~ drawn? frome thissesThe time for 
studies is over, and the time is now for the government of Ontario 
tocuact on ‘CPP reform: 


Next to PURS, the most disappointing aspect of the RCSP's 
work was its failure to tackle the question of indexing and the 
need for inflation protection of pensions-in-pay. Instead, the 
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commission launched a broadsided attack against the few pension 
plans .which , do «provide limited, indexing and suggested ~they be 
abolished. 


The key recommendations in this area call for elimination of 
the Superannuation Adjustment Benefits Act of 1975 and a 
requirement that all post-retirement adjustments to pension 
benefits be fully funded. 


One wonders, on reading these recommendations, what are the 
royal commission's real motives. By launching this attack against 
dumgted: indexing in the public “sector, are they not Crying: to 
exonerated. thes e:privaterssr;sector, for: its..continued, ftailure {to 
introduce inflation-proof pensions? 


This conclusion is suggested by recommendation 136, which 
Calls Pfory.anttinflLation’~.taxiscredit.. Heres the royally commission, 31S 
saying that the Ontario government must pay the cost of inflation 
protection through forgone tax revenues, thus letting the private 
sector off the hook. 


Their motives are also called into question by conflicting 
statements on the rationale for fully funded indexing. At one 
point they argue that funding is necessary so that "the indexing 
promise is Secure." However, they had earlier concluded that the 
public? sector” plans? ‘are’ well "funded and* that “funding ofPpublic 
sector’ “plans °Sis' required not) so ‘much’ £orVvsthe+*#sécurivy for 
employees as the cost control." 


Why is the royal commission so concerned about securing the 
pension promise for public employees when these plans are "well 
funded"? It becomes apparent that the commission's only concern is 
the demonstration effect that limited indexing like SABA will have 
for other employees in the public and private sectors. 


The facts of the matter are that indexed pensions are not 
the culprit the royal commission portrays them as. Indexing can be 
readily financed out of pension investments, because rates of 
return are responSive to higher rates of inflation. However, in 
the past employers have used these surplus earnings to reduce 
their contributions to the pension plan, thus undermining the view 
of pensions as deferred wages. 


We would also point out that, by international standards, 
Canada is far behind in terms of the extent of indexed adjustments 
to pensions-in-pay. For example, a study undertaken of seven 
industrialized countries by the Task Force on Retirement Income 
Policy concluded that "post-retirement benefit adjustments under 
private Canadian pension plans appear to be less common than in 
most other countries." 


Even by comparison with public employees in other 
jurisdictions, Ontario lags behind. For example, public employees 
at the federal level, as well as British Columbia, Quebec, New 
Brunswick and Saskatchewan (teachers) all receive pension 
adjustments fully indexed to the CPI. 


In contrast, some public employees in Ontario are eligible 
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for indexing Capped at eight per cent, while others, like OMERS, 
receive only ad hoc increases and some, such as the hospitals of 
Ontario pension plan, receive no indexing whatsoever. 


We in CUPE call on the Ontario government to implement full 
indexing of) pensions to the CPI for all public employees. This 
would eliminate the present anomaly whereby some employees receive 
Tamatede| indexing,” and. others “are deprived “of any “inflation 
protection. It would also provide an impetus to private sector 
employers to improve their pension protection in line with 
acceptable standards. 


Never before has the need for indexed pensions been so 
imperative. With today's inflation rate standing at a record 13 
per cent, the impact on Canada's elderly is devastating. If we 
take the cumulative rate of inflation since 1977, when the royal 
commission waS given its mandate, we find that the purchasing 
power of those on fixed incomes has been slashed 40 per cent in 
just four years. The government of Ontario should show some 
leadership on this issue by tackling the problem of the lack of 
inflation protection for our senior citizens. 


I am now going to turn to a discussion of pension standards 
dealt with in the Pension Benefits Act. The question of vesting 
comes first. 


The royal commission has recommended full vesting after five 
years of service. We in CUPE hearily endorse this recommendation 
aS a step towards ensuring some pension entitlement in today's 
highly mobile labour force. At the same time, we deplore the 
either-or approach to vesting taken by the royal commission with 
respect to PURS. A 10-year vesting rule is clearly inadequate and 
just as unacceptable as the PURS approach. 


Improved vesting is not enough, however. What is also needed 
is a central pension agency to handle the transfer of pension 
credits between places of employment. While the royal commission 
recognized the need for such an agency, it was only considered in 
the context of PURS. We submit that a central pension agency for 
the transfer of pension credits should be established independent 
OLSPURS. 


In the area of survivor benefits, the royal commission has 
called for mandatory benefit worth at least 60 per cent of the 
value of the original pension benefit, with provision for options 
up to 100 per cent benefit. 


We in CUPE find this a good recommendation and worthy of the 
support of your committee. It will eliminate the present inequity, 
whereby a beneficiary can elect a life-only option to secure 
larger benefits, which may leave the surviving spouse with 
nothing. The 60 per cent figure also recognizes the 
greater-than-proportional living costs faced by the surviving 
spouse. 


I should also point out that the government of Saskatchewan 
recently legislated mandatory survivor benefits; so Ontario would 
not be breaking any new ground in that area. 


In the area of pension plan disclosure, we have noted on 
page 17 several deficiences in the recent amendments to the 
Pension Benefits Act. These are areas where the act falls far 
short of the royal commission recommendations. We would urge 
immediate improvements. 


Employee representation: In. Our brief to CG, a Oy cue 
commission in 1977, we called for mandatory comanagement of all 
pension plans based on an equal number of employee and employer 
representatives on the pension board. This recommendation was 
based on the view of pensions as deferred wages, to which the 
employee has contributed and should have equal say. 


While the royal commission embraced the deferred wage view 
of pensions, it did an about-face on the question of employee 
representation. Instead of recommending comanagement of all 
pension plans, wy provided LOY token representation EOL 
contributory plans only. 


While ‘this is alStepsin, the, right direction, Jt re clearly 
not enough. A Single representative is insufficient to bring about 
any meaningful employee input. This is particularly true since 
employers could comply with this provision by increasing the 
number of pension plan trustees, further diluting the employee 
input. 


In other jurisdictions outside of Ontario, CUPE members 
participate in a number of comanaged pension plans. This system 
has proved very successful, and we in Ontario should benefit from 
emulating this experience. 


Thesrights ofsaretinecs: Our Drletenliiea!SRiwotsOn Cal CUmemae 
retiree representation on all pension boards. The royal 
commission's response was to draw a discriminatory distinction 
between active participants and retirees and deny the latter any 
representation. Remarkably, the only reason given for this is that 
it would add to administrative requirements. 


The royal commission used equally twisted logic to deny 
unions the statutory right to bargain for pension increases on 
behalf of retirees. Here they Suggested that trade unions were 
inappropriate representatives, because they would sacrifice the 
interests of pensioners for those of current members. No evidence 
waS given to support this contention, and no mention was given of 
the numerous instances where unions have negotiated increases for 
retirees. Neither did they suggest how pensioners might be better 
represented; so we are left to conclude that, in the commission's 
view, no representation for pensioners is somehow better than 
union representation. 


2:30 p.m. 


I am now going to turn to a more detailed discussion of two 
ofinathe, public ssectorhepensionesaphans; thei Ontatiosn municipal 
employees retirement system and the hospitals of Ontario pension 
plan. This section will focus on the shortcomings of these two 
plans. 





The OMERS pension plan was established pursuant to the 
Ontario Municipal Employees Retirement System Act of 1962. It was 
designed to encourage each municipality and local board in Ontario 
to provide pension benefits for its employees, their spouses and 
dependants on a uniform basis. At the end of 1980, OMERS covered 
119,731 employees of some 1,027 municipalities and local boards 
throughout the province. 


The most critical problem is the failure of OMERS benefits 
to keep up with the rate of inflation: For the 20,000° retirees 
currently receiving OMERS benefits, this has meant a declining 
standard of living throughout the 1970s and now in the 1980s. This 
is best illustrated by our table one, which compares the rate of 
inflation with the modest adjustments made to OMERS pensions 
during that period. 


Over the period 1971-73, OMERS pensioners were able to 
increase their purchasing power slightly but have fallen behind 
every year since. As a result, they have seen their living 
Standards slashed by 45 per cent in just 10 years. 


In order to dispel any myths about the generosity of public 
sector plans, let us examine the royal commission's own findings 
about the benefits under OMERS. In 1977, OMERS made payments to 
£3741604 pensioners: totalling s,$16,660,000. .This, -amounts, to san 
average benefit of $1,265.96 per person per year. That is hardly a 
hestscqq Of «Security. 


Employee representation: OMERS is often touted as the model 
pension plan for its employee representation provisions. The 
enabling legislation provides for a board to be established to 
Manage and to administer the system. Originally, this board was 
composed of three officials of the province, two members of a 
local board and four employee representatives, two of whom were to 
be municipal treasurers. 


Gradually the board was expanded and itsS composition changed 
by legislation so that it now comprises 11 members: one official 
of the province, two councillors or members of a local board and 
eight employee representatives, two of whom are municipal 
treasurers. On page 25 we list the current members of the OMERS 
board. 


From this ics te is obvious that the employee 
representatives are being selected from the middle and upper level 
management positions of local government. For example, how can it 
be said that the director of personnel and labour relations for 
Sault Ste. Marie, who is the chief spokesperson for management in 
bargaining with its employees, represents the interest of 
employees on the OMERS board? This situation not only causes 
obvious conflicts of interest but also undermines the faith OMERS 
members place in their representatives on the board. 


We in CUPE feel that the present system of appointments is 
désigqneds topefirustrate. the “Spirit »sandwarmtent , of »thessontaric 
Municipal Employees Retirement System Act. We call on the Ontario 
government... to rectify this sitution by making all subsequent 
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appointments of employee representatives from the authorized 
bargaining agents of OMERS participants in numbers proportional to 
their respective membership. 


Pensioner representation: An allied and equally important 
issue is the abSence of any representative of retirees on the 
OMERS board. We in CUPE find it astounding that decisions can be 
made by a pension board with no representation from the people 
most affected: the current retirees. Issues such as pension 
indexing, benefit improvements and communications with recipients 
are of critical importance to retirees and amendments should be 
made to the legislation to provide for their representation. 


In Want tO, turn now eto ane 2 2esue (Of (COStS= Ob GouDpLLC soCCuCE 
pension.) plans; ‘specifically .to,.. debunks thes mytmtjon thee prover 
commission that costs are out of control. By the way, the funding 
arrangements for OMERS is outlined on page 27 of our brief. 


On page 28 we show that public plans like OMERS have the 
highest rates of contributions by employees of all pension plans. 
This fact iS even more striking when we consider that, for many 
private sector plans, employees make no contributions whatsoever. 
As for the employer costs, on page 30 we show that these are lower 
under) 7jOMERSs than) s60ny-ay § Survey.of | 137) .private. iisectorimplans; 
conducted by the Pay Research Bureau. 


The final part of our brief today deals with the hospitals 
of Ontario pension plan. This plan was established in 1960 by the 
Ontario Hospital Association. Like OMERS, HOOPP was established to 
cover a gap in pension coverage in the Ontario hospital sector: 


"When the plan was conceived in 1959, a majority of the 168 
hospitals in Ontario did not have pension plans; those which did 
frequently provided inadequate benefits. It was therefore judged 
appropriate to set up an industry-wide plan that would ensure 
adequate benefits, provide for portability within the industry, 
obtain economies of scale in administration and provide uniformity 
andMmuistiabili ty ecini nipenSione costs«ssiTbes plan | Operates ac va 
multiemployer plan." 


However, since the inception of these two plans, they have 
progressed at different rates. This is illustrated in table four, 
which compares the major features of the OMERS and the HOOPP 
pension plans. 


The differences are very obvious, with HOOPP being the 
rnfenvor,,, (pens lene. plangein p.salmost oreveryS.categorysobeliqibviiig, 
vesting, excluded employees, Survivor benefits, collective 
bargaining rights, inflation adjustments to pensions-in-pay and 
investment return. The only exceptions are that HOOPP has a 
comparable benefit rate and a Slightly better integration formula 
with CPP benefits. 


This comparison is even more striking when we consider that 
OMERS has numerous shortcomings when compared to other public 
sector plans. 


How do we justify such major discrepancies? No one could 


A a 


argue that hospital workers have fewer needs on retirement than 
employees Cl emmuinlecrpalt cies, school boards and electrical 
uULalities.. 


Wicceverrestie justirication. for this. inequity, the reasons 
for it are clear enough: 


HOOPP was established by a private employer's association, 
Bie -OnA en OMERS owas .,established. by ‘an act of” the Ontario 
Legislature. 


The OMERS act made provision for employee representation. 
Through this vehicle, plan members felt they had a real stake in 
"their" pension plan. HOOPP has always been administered by chief 
executive officers and trustees of participating “hospitals, with 
no employee input. 


OMERS made provision for limited collective bargaining over 
supplemental benefits. For example, many locals have opted for the 
type three supplement recently in lieu of higher wage increases. 
The benefit provides for an unreduced pension on early retirement 
for employees with 30 or more years of service. As far as the OHA 
is concerned, HOOPP is complete non-negotiable. 


CUPE hospital workers deserve better treatment than we are 
getting from HOOPP. We are demanding that the Ontario government 
introduce legislation similar to the OMERS act which provides for 
joint administration of this pension plan and the right to bargain 
for improvements. This would recognize that hospital workers, like 
their municipal counterparts, are public employees and their 
pensions should be administered on an equal basis. 


To summarize and conclude: It has been over four years since 
the Royal Commission on the Status of Pensions in Ontario was 
established to examine "public dissatisfaction with private sector 
pensions" and to receive "Suggestions as to the appropriate method 
On tinancing. the cpr. “During this Cime the pressure “Lor” pensr1on 
Perocleelosamincensicleay. macy roetudy.. aLter “Study - nas clearly 
documented the inadequacies of our present pension system. 
However, with the repeated delays in the release of the report, 
the agenda for pension reform was delayed in anticipation of its 
recommendations. 


Viewed in retrospect, these delays were totally unwarranted. 
The royal commission's report was a major disappointment. Its main 
recommendations are unworkable, and its failure to tackle the 
problem of declining living standards of pensioners is 
mnexcusabic. In tact, the ~only -credibie™ parts’ ofthe’ report Vare 
the ones dealing with pension standards. And in the intervening 
four years, -mMany of “these “have” DeenY*“amprtemented’ “in “other 
A Peaiet Lone amt luseeClITpoIng FONntaLlO asthe Leader ih the penolon 
area. 


2240 eal. 


The time has come for Ontario to reassert its leadership in 
this area. The number one priority for Ontario must be CPP reform, 
and the government of Ontario should come "on side" and urge the 
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federal government to initiate reform and the expansion of the 
public plan in the upcoming negotiations of finance ministers. 


Equally pressing is the need for inflation protection for 
pensioners, and here the Ontario government should and must 
provide a leadership role to private industry by implementing full 
indexing for all employees in the public sector. 


Other reforms are overdue on the pension standards area. 
Here a complete package of amendments to the Pension Benefits Act 
should be introduced, instead of the piecemeal approach taken to 
this date. 


These are the elements of a pension policy for Ontario. It 
isa. opolicy .whichtwill cimprove the (status of *ioura elderly, anayet 
will and should carry us forward into the 1980s. 


Mr. Chairman: Thank you very much. Are there any 
questions from members of the committee? 


Mo. ~ Brandis, On) pagebinine, aMr. Chairman; under. ee). crerc 
is a comment made in the context of improvements to the C/QPP. I 
would suggest that the increased contribution rate Suggested, from 
SOeT perMeeenttste Ged, wile not amprove feheveCPP Sbubortin peace, 
depending on when it is implemented, will simply maintain the 
benefits at the present level. 


I suppose what I am pointing out is that may be somewhat 
misleading, in that it sort of suggests there iS going to be an 
improvement if the contribution rate is increased. That is not 
true. That is just to maintain the present level of benefits, 
depending on when the 9.4 is introduced, of course. 


Is there any comment on that? I just wondered why it was in 
that particular section, because it sort of gives the impression 
that there is going to be an improvement in the benefit level 
when, in fact, that is to maintain the benefit level. 


Mr. Mackenzie: They certainly could do an improvement if 
that were the kind of increase now-- 


Mr. Brandt: If it were immediate. 


MialeChaltrmans:, (D020 s.VoUl wish to. comment. “on sethnat,. wr. 
Wohlfarth? 


Mr. .vWohlfarth:arboth,.ofi othe. hatter vstwdies? speak? stco.htne 
need to increase contribution rates, rather than look at the 
benefit level directly. What we are suggesting is that this is an 
element in the reform process of the CPP. That is the start. 


Mr. Brandt: bi appreciate, aM: you increase the 
contribution fate: now, (to 9.3) ar. 9.4. 4per cent, ) that yolesate 
building up some surplus, which effectively will be able to at 
least maintain that level of payment in the benefits at the 
moment. But I thought that it perhaps was a little bit misleading 
and that it suggested benefits might be improved, and I did not 
want to leave that sit. 


dee 


On page ll, there was some comment about the very important 
topic of indexing. Although indexing is certainly a very desirable 
objective, there really has not been too much comment made with 
Lespect. toc chesslevel ®ofycontributions “that wotld® bétrequired sito 
give any form of full indexing. How do you intend to handle that, 
from the standpoint of both employer and employer participation? 


Mr. Wohlfarth: We do not believe that any additional 
contributions are necessary in order to fund indexing; nor do we 
agree with the royal commission in their suggestion that indexing 
should be some separate vehicle funded in a separate fund. The 
investments that a pension plan has made respond to higher rates 
Ge return, as inflation rises, andy ’-out® Sof the existing 
contributions one can easily make provision for indexing. 


MyouBEandt<iiso- you ‘are Pstalkingalabovus@excessy -intenest 
being used to build that benefit level up to the point where 
indexing would be a reality, gauged against inflation levels and 
Socrorth? 


Mr. Wohlfarth: Excess interest is-- 


Mi Peterson: You are talking about automatically 
indexing the CPI; isn't that what you are talking about? 


Mr. Wollkfarth: Excess i-Iinterest (ds (certainby Gasistantj,acand 
it is a minimum. The problem we have with excess interest is that 
it makes employees bear all the risk--again, like PURS--all the 
risk of stock market return. What we are saying is that there 
Should be some cost borne by employers as well. 


Mr.) Brandt? lalis‘thoughts funther Moroin #youndlibriemséyoumiwere 
in favour of the pooling of investment funds. You were opposed to 
the PURS concept in part because it involved the individual by 
himself going out to purchase an annuity or whatever. But you did 
favour the pooling of funding. At least that is the impression I 
received from the comments you made with respect to PURS. 


Mr. 1@hayrman:” ?And: ~ ont afunationad? (bassist Sacer Soppesed 7380 
provincial basis, as I understand it. 


Mr. Wohlfarth: Obviously, but we are before a committee-- 


Mr. Chairman: f?“tappreciate «that, but when you~ are 
talking about the Canada pension plan in terms of its enrichment 
aS opposed to a PURS type of program, I assume with the type of 
criticisms of PURS that the option then iS an enriched Canada 
pension plan. 


Mr. YWohlfarth: *9"That ds  one’%sof bthe + most: /seadvantageous 
features that you have in the Canada pension plan, that it is 
universal. 


Mr. Chairman: You have a nationwide pooling really, and 
then what you are talking about is full indexing to CPI, whatever 
that might be, without commenting on what demands might be made on 
what resources to accomplish that, apart from the fact that there 
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are surplus moneys in terms of earned interests Is that a fair 
observation? 


Mr. Wohlfarth: Okay. Let us distinguish between the 
Canada pension plan and’ the employment plans. The Canada pension 
plan ;obviously »srightsnow.,is«fubly: indexed., It ,has) «been .ableén co 
finance those benefits in large part out of its pay-as-you-go 
financing feature: there is growth in the economy, and you finance 
those benefits out of the growth in the economy; that is the 
pay-as-you-go financing or the partially pay-as-you-go financing 
feature. 


MraanGhainmans. it. iSs,.truee so etaves cOMmpined fa - sCOUD LC ICE 
different processes in the one sentence, which I should not have 
done, because it would be on a pay-as-you-go basis, so there would 
not be any large fund accumulation and there would not be the same 
areas of investment and returns on investment if you had a 
pay-as-you-go funded pension plan. 


Mr. Wohlfarth: But that was always the original design 
of the Canada pension plan. That was the intent, to the extent 
that <it..was funded» it».wouldd) bes only) -partrally,; ~andmthaterthose 
reserves would not be there permanently. 


Mr. Chairman: I confused it, I guess. I presume the same 
philosophy would apply to the private sector for indexing in terms 
of private pension plans. Would it not? 


Mr. Wohlfarth: Yes. The response we were making to Mr. 
Cureatz was that the-- 


Mrs oCheirmanie Mrx iGuneatzivoets tintowirenough trouble. 1c 
_peieMr. UBrandtictonubhe ©econd. 


Mr. Wohlfarth: The excess interest as applied to the 
employment pension plans iS a minimum basSe to start from, but the 
problem we have with the excess interest approach is that it makes 
employees bear all the risk associated with the fluctuations in 
stock market performance and performance of the pension fund. 
There iS no guarantee of inflation protection under the excess 
interest. 


Mies Retersons.s¥ou.n.want siull. (inaudible). the...employer’s 
expense. That is what you want. That is basically what you are 
Saying, Just so I understand, what you ideally want in your brief 
here-- 


Ms. Nicholson: Just a moment, because we cannot hear 
you; if you would speak up. 


MrevoPeterson: s¥ou twantand0 eper grcent .. CPPatiully indexed, 
plus a fully indexed OMERS stacked on tov of each other, not 
integrated? 


Mr.ewWohifanth: wrheyo rare paintegnated vitdehtendiow.s sit you 
look at the features of OMERS, it is subject to an integration. 
The features are outlined on page 32. 
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Mr. Peterson: Fully integrated. 


Mrs Wohlfarth: We should remember that the Canada 
pension plan as proposed would be only replacing 75 per cent of 
preretirement earnings for those people who were at or below the 
average industrial wage. We are not talking about people above the 
average industrial wage. 


Mr. Peterson: What “percentage? What “would that bring on 
the average retiree under OMERS to his percentage of his 
preretirement income? 


Meee NOI sales: WA "cits ~'point Sithatw assis souldi fticultieto 
say, because you have to look at the wide variation in wages under 
OMERS. You also would have to look at the number of years they 
would be making OMERS contributions. If you took the 75 per cent 
currently and added on the average OMERS benefit now, which we 
know to be something in the order of $1,200 a year, that may only 
up it to-- 


Mr. Peterson: Thirty years' service. 
Mes WOh Earth: Eaqhty™per cent. 


Mr. Peterson: So if a eoguy is there 30 years, he is 
making an average of $30,000. 


Mr. Wohlfarth: That was established in 1962; so there is 
no one™Min that "situation. 


Me. SeMeCrelL lan: i” <amer sure’. Mr. Brandt.» would! want y to 
continue the line of questioning he started this morning with 
respect to what he was alleging to be a lack of discipline within 
Ontario public sector pension plans on the basis that they were 
fully indexed and improperly funded; so we are just sort of 
Srecing nere warting for MrieSBrandt to-- 


Mr. Brandt: I have some questions in that regard. If you 


want to raise the question, go ahead. 


Moe MeClellan: wl. would Like “to. Seemyou cdormit. in sfront -of 
somebody who is directly involved. 


Mr. Brandt: Some of these people were here today as 
well. Go ahead. 


Mr. McClellan: With .respect, I would like to ‘see. Mr. 
Brandt put his money where his mouth is. 


Interjections. 
Mme YBrandtpnvEveryadword “thatthe: Iiiisaid » this pmorning 4is 
printed, as is every word that you say. Anyone can go back and 


look at-- 


Mr. McClellan: If you don't have the courage sgtonsnaise 
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these criticisms with respect to-- 


Mr. Brandt: I have just as much courage to raise these 
questions as you, and I am quite prepared to do that. 


Mr.e ‘ChairmanzsocMr .:c ‘McClellan «,youy musty confess? thats svyou 
are being somewhat provocative. 


Mr. McClellan: Absolutely (inaudible) a measure of 
courage and to ask the questions directly of the people who are-- 


Mr. Brandt: bE you were listening carefully this 
morning}.uand= 1-8am sure you “were, you "willw-recall  thavwieua likes 
specifically in terms of federal programs more so than province of 
Ontario programs, and that is in the record to be read as well. 


Mr. Mackenzie: You also tried to impute-- 


Mrs Chairmansnd don't) thinkymuchy 1s5 going, to., ber-gqained 
by this type of crossfire-- 


Mr. McClellan: Let me pursue, if I may-- 


Mr. Chairman: With respect, Mr. McClellan, in fairness 
now-- 


Mr’. McClellan: Sndave car question, Mr. cGha lrmarme 


Mr. Chairman: --I don't think Mr. Brandt has ever been 
accused of being faint-hearted. 


Mra breandt Or provocacive. 


Mr. o°MeCleililan:eItsdon"t) wantiotosswaste> anyi mere times,on 
that. I would like to ask the witness to explain the mechanism of 
your obviously inadequate indexation meaSure under the existing 
OMERS proposal which has led to a net loss of purchasing power 
Since 1971 in the order of 45 per cent. How does the mechanism 
work now? 


Mr. Wohlfarth: The mechanism das .punely,,ad,ahn0c. ;-.t pl cenae 
the whim of the OMERS board when and if they will implement-- 


Mr. McCleilan?’* What ‘kand: of jerdterdagadovetiiey use. aS Alco 
whether in their benevolence they will put a few crumbs into your 
pension plan? 


Mork Wohlfarth: OMERS is by and large a very 
conservatively managed pension plan. It is one of, the most 
conservatively managed pension plans around. AS a conSequence, 
their index adjustments are only made when they are significantly 
overfunded. At the time the Haley commission examined the books of 
OMERS, they found they were significantly overfunded, and I think 
you can" find those ‘statisticsstin thewbackgroundjistudy amwpublic 
sector plans. 


Mr. Peterson: Some people feel OMERS is a model for all 
the others. 


ag7. 


Mr. Wohitarth: The increases are only, adhoc. sAsipa, rule, 
OMERS has only made them when they have been significantly 
overfunded, and they have been irregular in the past. As you can 
see, there was a three-year hiatus during which OMERS stated they 
were waiting for the recommendations of the report of the Royal 
Commission on the Status of Pensions in Ontario to make any 
further index adjustments. 


Me. eMeClelvan ga Thées -chart ?-would«"a@ndicateltithere wis a 
negative correlation between their ad hoc adjustments and the rate 
of inflation so that, as inflation gets worse, the likelihood of 
them putting any inflation adjustments in becomes almost nil. 


Mr. Wohlfarth: “As we noted, «in ‘the period)/1971 to: 1973 
there were actually real gains in purchasing power, along with the 
growth in the economy that was the case in that period. 


Mr. srpeterson:) I am just. trying to understand, Because 1 
gem scOnltused. 2 Por Syourvccontrubution gyous arel gettingdS:.5 sof the 
YMPo is thatyright? 


Mr. Wohlfarth: Seven per cent above. 


Mr. Peterson: And public service iS six and one. I am 
comparing it to the other public plans. Public service is seven 
per cent employee contribution. 


Mr. Wohlfarth: And does that include the seven? 


Mis *oPeterson 24uUpW thinkiOyit? is:7sixo and, nronesi cTeacherss 
Superannuation is Six and one--just nod if I am right. Let us say 
evidence came before this committee that we had to have a higher 
contribution level to afford some of these things which we wanted, 
would you be prepared to go for a higher contribution rate or is 
it your opinion there is enough there because of the higher 
investment performance of OMERS to fund all these extra benefits? 


Mey, BOL tar th ocksie rt gistandsionow;veweyv aectuallyoqahave.no 
control over that. The OMERS contribution rate can be raised 
either by being passed by the OMERS board or by recommendation of 
the OMERS board to the Treasurer. 


Mr. Peterson: What is your opinion on that subject? 
Mr. Wohlfarth: We think with the existing contributions, 
whieh ¢bareimthe =ghighestgsot seanyi, contmabutoryyspenstony, plans..sas 


outlined in the table--sure, it is sufficient to-- 


Mr. Peterson: Given those comparable benefits. Yours are 
not the highest. The employee contribution level of OMERS is not 
the highest; you are among the highest. 


Mr. Wohlfarth: Among the highest, but not the highest. 


Mr. Peterson: Didn't we just establish that teachers and 
public service were higher? 
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Mri.t. Wohltarth: rTabhet twoeron, page 28° 01S: |looking wal eat. 
pension plans in Canada. 


Mr. ~ Petersoness1Ii sams /inetes icompar ingstia ted cone l lpemension 
plans ;-1- am comparing.at toi public? sectors planst7 if deans wrong ael 
want you to correct me, but I am under the impression that 
teachers and public service pay higher employer contribution 
levels than you do. 


Mrs (Wohlfavth<s Ss You: juste Stated) 2tdiwaS-seven per. cent. I 
am not aware of the figures. 


Mr. Peterson: Six and one. 


Mr. Wohlfarth: That is what we are paying--seven per 
Cent. 


Mr. Peterson: You are paying 5.5. 
Mr. Wohlfarth: And seven per cent above the YMPE. 


Mr. Peterson: Which would average down probably less 
than the seven per cent they are paying. I don't want to fight 
about this; I just want to get the facts. They are getting better 
benefits than you are. 


Mr. WohlLfiarth: Thateels; connect. 


Mr. Peterson:* So “obviously .you want «some» parity, of. those 
benefits. You like the way they are being run better than the way 
you are being run. My question to you is, would you be prepared to 
pay more? 


Mr. Wohlfarth: We don't believe at the present time 
additional employee contributions are required in order to pay the 
board. 


Mr.) Peterson:o,You thinks they -are . payingiotoo tmuchye£orr ithe 
extra benefits they have got, then? You could afford the same 
benefits they could afford with less contribution because of the 
Superior way your fund iS managed aS opposed to being vested in 
provincial nonmarketable securities; is that your point? 


Mr.. "Wohltarths fhe? problem Iwirtherthat~oa:Mnassreterson, tis 
that it is not possible to make static comparisons like that. You 
don't look at just the benefit levels; you have to look at the 
average age of people covered under PSSF versus people covered 
under OMERS. You have to look at the-- 


Mr .\*) (Peterson: “Ares> they ?idranaticativ. driftercnite «tM don't 
Know. 


Mr. Wohlfarth: I am not aware of the differences either. 


Mr. Peterson: My guess is that they are pretty big 
groups, all of them, and they probably average out about the same, 
but I don't know. Somebody would know, but I don't know. You don't 
have to answer my question if you don't want to, but I think it is 
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an important question. 


Mr. Wohlfarth: The point I was making is that you can't 
make a simplistic comparison like that and say we are not paying 
aS much and we are getting-- 


Mo. FeLrerson; “You aré not paying as much and you ‘are not 
getting as much. 


Mr. Wohlfarth: We are not getting as much. 


Mr. Peterson: And you want more. I am asking, would you 
pay) more “tCorsgetiMmore;yaands yjyoul'earelanot doing é.tomfansweme that 
question. You want more for less, 


Mr. Wohlfarth: With the funded status of the OMERS plan 
GEgnt) now,e Lathinks it. is lin). position tonwpaydé.greatberiiindexing 
benefits than heretofore. 


34pome 


Mra "Peterson: Then fourgdesson:for sthesfotherwmplans, would 
be to take them out of the provincial nonmarket securities and put 
them into the marketplace the way OMERS has done, and they would 
generate a higher real rate of return, and there is evidence to 
Suppor trthatwetherthink that. (inaudible) 


Mr. McClellan: (Inaudible) funds, or else they are uSing 
excess earnings to reduce the employers' share, if you look at the 
table on page 22. 


Interjections. 


Mr. Peterson: (Inaudible) There are different provisions 
in tthe eplansvethey varesoquite Tdifferent); plans.- The question wis, 
should there be standards for the public sector? That is how I 
understand the question we are dealing with. 


Mr. Wohlfarth: Okay. That is one question. 


Mes Petérson:: “I'/olookio at) this) T inflation, adjustments «ito 
pensions-in-pay, your figures here, and I compare that with the 
other public sector plans, and I think you have been getting the 
short end of the stick on the benefit level. 


You may be getting the easy end of the stick on the 
Gontributions.level. oThat g isgjscalle Ineamasaying. yMaybe « youliecan 
estabbasht that wyonuicani thavens itedboths twaySsenl f pyous Can, pethat.gis 
super; I should like to see it for everybody. 


Mr. Wohlfarth: I guess the other point that should be 
made is that for the supplementary benefits, which are negotiated 
in OMERS, the contribution levels may be higher in some instances, 
because those supplements have been negotiated. 


We made reference to the type three benefit, which has been 
neqotraredvcin efaeinumbersMofssmunicipalities: sfor sthat nkinduysef 
benefit, where it is contributory, there may be higher employee 
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contributions. 


Mr. Peterson: But you do not like the two-fund approach. 
You "ik é orate Vamalgqamated tfundss Ant hp lpanightzimvousjget rd deren mathe 
inflation adjustment fund or whatever it is called for the one 
fund, fully indexed. 


Mr.aowohilfarth:. I want to go back a moment and. conmentsson 
your point about the invested or trustee plans versus the ones 
that are invested in non-negotiable securities of the government 
Of MOntardo. 


Bowthinkioedteniisi ainiterestingy tongpolnt.~,~OUu., Chat eat, Gebe 
comparison done of the hospitals of Ontario pension plan and 
OMERS, on page 32, the investment return for OMERS was 8.34 per 
cént; nothing iigreat, =but2atowasyisignificantly (more! rthan that of 
HOOPP, which was 6.37. 


Mr. Peterson: DoeS HOOPP completely go into provincial 
securities? Do you know, Wells? I think it does. I am pretty Sure. 


MESS Wohlfareh : 5s \Wmliunderstand iki the ito esp mernvestedein 
the private sector. 


Mr. Bentley: I am Sure it is all out (inaudible) 


Mr.. WPeterson: Widgquesseeli am .comparing it “with ~the public 
service and teachers; I tend to group all of them together. Maybe 
I am unfair in doing that. Maybe you don't like those comparisons. 


Mrie i Wohifarth: Grhereamiso avuvery Wreald yreasonprtoreechar 
difference that you see in the rates of return on HOOPP and OMERS, 
and that is that the stock. market took a ésdive in 1975, jand” the 
rates of return on trustee pension plans show it. They are very 
very poor. 


The royal commission report gives you more background data 
on this but I believe, if you go through and look at the rates of 
return for other plans, such as the university plans, all of which 
were | tinvested® in the» cprivate e:sector;: liyoul Swill 7 find?’ that 
relationship riholdsyitsue at Thetwivate mofioneturn fomkthat period of 
1972 to 1977 was lower--the trustee plans, the ones that had a 
good chunk of their assets in government securities. 


Mr. Peterson: But that has changed in the last three or 
Four) years; +Pe thank, tas Otecalissthertacts. 


So you do not have a particularly fixed view on investment 
of those securities; sometimes it is good, sometimes it is bad to 
invest in provincial securities. Is that your view? 


Mr. Wohlfarth: We believe there is need for a balance 
between the two. 


OMERSPeraghte: nowy forsea ismalbhatpartityor @fits Pracriiolic, 
participates in some high-risk ventures; and if we were in another 
Situation where the stock market did take a dive, I think that 
might be illustrated in its rates of return. 
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MU Smeracrnenz1c: LiYous@rndicatemifainiy- Sclearivs Bandiad man 
really tying this into the question that Mr. Peterson was 
underlining, @dcal ing! "witieeOMERsS;™ that 4iietéermsmofsthem increased 
Behperres Singer Cre “there 1Ts° no difficulty with your people in 
terms of the fact that the contribution rates are going to have to 
increase. 


Mr. Wohlfarth: If our members are aware that they are 
going to get a fully indexed benefit, which is also fully portable 
and immediately vested, I do not believe there is any problem. 


Mr. Mackenzie: That was generally the position of the 
OFL, although they had at least one business representative who 
sits on the pension commission who told me that if you tried to 
sell any increase in the CPP to the workers where they have their 
own plan of any kind at all that would be shot down before we ever 
Staneea. Wlerts. vot faeviewoue share, butiily ami ejpust.-wonderinguwhat 
your view is. 


Mr’. Wohttarth: (Eeidoipnoet*~believe> that i8° ‘the "case, aMand TJ 
will give you one other piece of evidence which suggests that. The 
fact thatCheheseqovernmentesofmCanadav’ isw-now spushinge sthe 1°CeP 
alternative would suggest that because-- 


Mr 7 SPecer son ssRithawuselsmenotsia efaigscstatement, in my 
Opinion. Part of the government of Canaday0 the realuggovernment 
does not. 


Mr. Mackenzie: Obviously there iS some (inaudible). 
Mr. Peterson: The heavies are not. 


Mr. WoOntEarth’s The= point’ wanted totimaxe’swas that “that 
is the government that governs by opinion poll. 


Mr. Chairman: Lately the federal government has not been 
known to have its finger on the pulse of the people. I was just 
Gautioningein’ that regard. 


Mrs Mackenzie: That vs! notryimye" perception; from my 
(inaudible). 


Mr. Peterson: There is a real question. Here is what we 
are talking about. You tell me if I am wrong. 


[Ia amvitalking® overt tan 50=year, pertod here. cvYouy aretstaliiing 
aboutmthe) CPP, a’ contribution level eof around15 ato live pemtcent; 
which you feel you can sell to the people in your group to double 
the CPP benefit. We are talking--assuming no major increase in 
contribution levels, from your own plan now, you are talking about 
another®10 or! k2@per2 cent “total contributiron;) employee/employer: 
Right? 


I am talking--there is is 5.5 and seven above-- 


Mr. McClellan: (Inaudible) 


ane 


Mrs «Peterson: I am inot talking about “total, ycontribocron- 
I am talking about the contribution levels. 


Mr. McClellan: (Inaudible) right there. 


Mr. Peterson: You are talking about the benefit levels. 
You are not (inaudible) 


Mr. McClellan: You want to keep the contribution levels 
separate and integrate the benefits. 


Mr. Wohltarths Right now, Mr. “Peterson, the .contreibucion 
levels are integrated. If you look at the difference between 5.5 
peap centerandieseven! perszccentyipitsis.inm the: order-cofr has -permucent, 
approximately equal to 1.8 per cent, which is the employee 
contribution rate under the Canada pension plan. 


Mr. Peterson: So what would the total contribution rate 
be under this plan over a 50-year period, including both? 


Mr,.eeWwohlfarth: Thes fagure,sofs.17 sper cCcentestrS,yours, not 
mine. We have not done a detailed assessment of the required 
contribution level to fund the 50 per cent CPP benefit. 


Mr. BReterson? agWhatrewas Sthelitotal (/icontrabutio0on, - rate mito 
fund the level of benefits that you would like to achieve through 
this and through the CPP? 


Mr. Mackenzie: There iS a Six per cent range. We went 
all the ways fromel4) toez0siperercent pu.as;di suecablncst, aun “the 
testimony before this committee--or maybe even less than 14 
(inaudible) -- 


Mr. Peterson: (Inaudible). Rt depends on what 
Supplementary benefits you want over CPP, Bob. Straight CPP is 15 
COWL) WLehour Other plans. 


Mr. McClellan: I do not know who can do accurate 50-year 
forecasts (inaudible). 


Mr. PetersonsgeiWe yy ,fhavess got. / ta, in, .Jbes pepoughesisense; 
wrestle with that. If people are going to tolerate a 20 per cent 
deduction on their pay cheques to fund income security replacement 
(inaudible) someone else. 


Mr. McClellan: We know that your income is following a 
(inaudible) 


Interjections. 

Mrii AChainmansoLf.shacould makeyiaycomments now.; Theren was.sa 
challenge to read Hansard a few moments ago by you, Mr. Brandt, to 
other members. 


Mri i Brandtsavrhatisssright. 


Mr. Chairman: Now, I understand that some of the 
crossfire here, and even some of the questions, iS not being 
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picked up by Hansard because you are sitting too far back from 
your microphones. If that is done purposely-- 


Milwsbrandt: 1 am leaning forward, Mr: Chairman. 


Mr e Chairman © =—theneI-"understand.abut, ‘otherwise: wilt 
you talk into the microphone. 


Mrs Petersons= Who is’ running this ®' place, you cor’ ‘Hansard, 
Mr. Chairman? 


Mr. Chairman: I hope that has been apparent for some 
time. 


Nioshererson ;sApparentily Hansard as. 


Meo Chalrnan; “Yes. But aif you want to “-reter- Ste? your 
words of wisdom in the future, then you may wish to speak into the 
microphone. 


Mr. Peterson: (Inaudible) 
Mr. Chairman: I surmised that might be the situation. 


Mis. Brandt? Could it ask a supplementary to Mr. 
Peterson's question, Mr. Chairman? 


Mr. Chairman: Yes, you may. 
Mr. Brandt: With respect to the-- 


Meme wohtrarthsoSorry. ‘Could@iwe “respond , «to 'Mr. o-Pektensonis 
question first? 


Mrgambrandtsye lt your think “you! understand this! questionw® I 
am enor *surerthat®l do, But "want 'to-comeout== 


Mr. Peterson: How could you possibly ask a supplementary 
question then? 


Mm. Brandt simBbecause = lsiwas, confused. cby vy yourmeqtestionsa 
was going to straighten it out for you. But go ahead. 


Se LO Dell. 


Me. se wohditar th 9 10n: .*thes iques'tion-"ofeewhatitwoulldi#bel tie 
required CPP contribution rates, thaterobyv rously & wouldee be 
determined by the various contingencies such as the rate of 
inflation over that period. With the rate of inflation sitting at 
ES sper-“centmandon ats “way up;? no “one® knows *whati 91s sgoing: sto 
happen. 


The other point I would make is that we in CUPE have not 
done a detailed cost assessment, a detailed actuarial study, which 
is what would be required to arrive at those numbers. I believe 
that the Canadian Labour Congress and the Ontario Federation of 
Labour when they came before this committee spoke to that point 
and-- 


24 


Mr. sPeterson:).Thatsostherpn figures, 154 to 14.--[neyjnad, no 
problem about it. 


In a very real sense we have to deal with people's tolerance 
level for current deductions for income security. My friends here 
to the left have no problems knocking-- 


Mra. »McChedilane «Currents deductions tiny ctheas Vearaord 030-ie it 
you think 2030 is current-- 


Mr. Peterson: Well, current and-- 
Mr. McClellan: --you should consult your calendar. 


Mr. Peterson: My friends have no problem with 20 per 
cent deductions. 


Mr. Mackenzie: I have never accepted 20 per cent, David. 
You are also putting words in our mouths. 


Mr. McClellan: If you put as many words-- 


Mr. Peterson: You are the guy who wants to commit 
Suicide in Sweden, not me. ; 


Ms .th NacholsonsspOn the tolerance. of "people [tor saccepe 
something, Mr. Chairman, I am obviously not the pension expert; I 
am one of those people who contribute now and hope when I reach 
that: goaliof “retirement thatesit4# canndo,4so, andrwstuilL. contupue tito 
maintain my home and feed myself. But on the tolerance of people, 
you'chavee‘to. relate thatesto the fact that--just-.look..at the gas 
now: we are tolerating the fact that gas for our automobiles is 
going up; we are accepting that fact. 


To receive something when I reach pensionable age that is 
going to allow me to retire in dignity, I am going ‘to tolerate 
paying for that much quicker than I am going to tolerate paying 
for gas. So you have to relate those two things with the tolerance 
of people. 


Mr. Mackenzie: You also have to understand that we are 
looking at a program we should probably be starting now in terms 
of the funding necessary but that iS going to go in over a period 
of years. When we talk about these figures and contributions, we 
are talking about combined employer-employee rates also, which 
makes a fair difference in the individual wage packets and some of 
the scare tactics that are used. 


Mre .eketerson tywoks agkee ne Bob. «But .«1t 1S pia. GUEStion.. oF 
percentage. It all will come out somewhere in the wash. If you 
listened to Pesando's argument, it ultimately comes out of the 
employee's skin anyway. That is his argument, not mine. But the 
point is really what percentage of the gross national product you 
force invest for income security purposes aS opposed to-- 


Mr. Mackenzie: Obviously we have to do a hell of a lot 
more than we have done up until now. 
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Mr. Peterson: Some way or another we are wrestling with 
that problem. Your point is a good one. I guess it is a political 
judgement. 


Mr. Brandt: I wanted to ask a question with respect to 
the private sector just for a moment. 


Withercentaineprather) «fundamental: «and ,~sdwathink, recognized 
changes that should occur with respect to portability, vesting, 
disclosure and things of that nature, do you see that the private 
sector. could-rrespond. to apart of the’ :problilemsthat. we have iwith 
pensions in Canada? Do you feel that all of the decisions have to 
be made on a mandatory basis with a prescribed formula for 
contributions, or do you feel that perhaps some of these decisions 
should be individual? 


Mow WOntierth:) The sprivate ‘sector is) not! going Vito be 
ab¥e+ -tol-respond’sto® the coverage problems a Temthinki athat chase been 
outlined time and again. 


Me. GeBrandt::4 Pemilodigs That ‘si ucyourd! position. yiou aliseeigsno 
room in the pension area for private pensions in Canada. You feel 
that they have been inadequate. Is that what you are saying? 


Mr .ve.Wohltarth: bgNoydvethere) 4.1S: -qobviouslys~ hb room. a6 Lienevou 
review our brief, you will find we have made a significant number 
of recommendations towards improving the pension standards area. 


The point that was made in our summary was that reform of 
the Pension Benefits Act is not the highest priority. Reform of 
the Canada pension plan is the highest priority. 


Mr.vebrandtmnaidfstherne, as’ rarrsubstantilal,, expansion ~of «the 
CPP, would you not suggest that that would probably remove to a 
great extent the probability of the private sector being able to 
respond as well? There is only so much money to go around. If the 
CPP in@fact® expands to ssaye50. percent: from 25),persscent «mow; with 
the contribution at whatever formula Ross would like to prescribe 
goes up--and it will go up; we all know that. It is a question of 
when and by how much over a particular period of time to maintain 
the present 25 per cent. 


Pi eyOusrare), going rto fcouble: ‘that, a1t) 2S. going sto, rescalare 
somewhat more quickly and the contribution rate will have to be 
higher. We agree on that. It is only a question of what the 
numbers are. I am Suggesting that will remove a certain amount of 
the voluntary decision that could be made from society as a whole 
as a direct result of extracting that amount of money out of the 
system. I am then asking if there is any role for the private 
pension sector in Canada. Or do you feel it has not performed 
adequately? If so, I would like to know your impressions. 


Mr. Wohifarth: No. There, definitely is room ‘for the 
private sector ins a revamped form, in a top-up srole to Canada 
pension plan and OAS benefits. 


Remember, when we are talking about Canada pension plan 


26 


replacing 50 per cent of the average industrial wage, we are only 
talking about those who make below and up to the average. Everyone 
above that CPP would replace a lower fraction. So there definitely 
is a top-up role for private employer-sponsored pension plans. 


Mr. Brandt: Right. How about the person who 1S perhaps 
well below the poverty line or at the poverty line in the work 
force now--either in terms of a permanent part-time employee or an 
employee with a company that is paying a very minimal income? Do 
you look at that as being a pension problem, or does your group 
look at that as being a welfare problem? 


In terms of future benefits--I am thinking of GIS, Gains, 
old age security--do you feel the pension should replace a number 
of those programs, or should they be kept intact to provide some 
kind of a base formula for income for those people? Or should they 
be gradually removed, with the emphasis put on pensions? 


I cover my remarks only by saying that in all likelihood 
those people can provide, if anything, a very minimal level of 
contribution through their working life, because their disposal 
income is very limited. How would you approach that group at point 
of retirement? 


Mr. Wohlfarth: If those people under the Canada pension 
plan are marginally employed, their benefits will follow them 
through their social insurance numbers. They will develop 
entitlement in their own right to a pension rather than at age 65 
have to resort to demeaning, welfare-type benefits. We would 
prefer that pensioners develop a pension in their own right rather 
than have to resort to Gains, GIS, et cetera. 


Mr ee *Brandt:]*Eny Ile"conwedy. Mrs Chairman, Yone “Last. "ques. 7c 
Just! ‘toi cléarup’-what-MrEwMeClellan was’"raising 2éablier.ie will 
Say’- thre” 4asi-Ystowly -4“ads¥ TSespossiblye@sican: iso! bthere boys ,4nC 
misunderstanding of the point I was making. 


I indicated where a government pension plan was indexed, not 
appropriately funded as it would be required to be in the private 
sector, and where it reflected this indexation only through future 
taxation, that it did not require the kind of discipline that was 
mandatory in the private sector. That was the statement I made. Do 
you agree with that statement? j 


Mr. McClellan: If Hansard agrees. 


Mri Mackenzie: evrhat “doesn’tisindrcate pithats” youStiedystims 
whole committee into that view, and that certainly iS what came 
through to me. 


Mr> + Chairman: ol can “assurer you, sBaMpcecMackenzirepe thabiiwse 
not-"my interpretation ~° As Vatematterslof fact, yor’? heverm Fis seiny 
interpretation. 


Mre Brandte#oWell > - Mr. °wChairmanys’anyitcase’ ikhere assvany 
misunderstanding on that point, I would never hope to speak for 
you and Bob and Ross. 


Eas | 


Mr. .Mackenzie: (Inaudible) committee the happier I am 


with that assurance. 


Mr. Brandt: ai am concerned about ‘another Groupas of 
taxpayers, those who are perhaps receiving inadequate pensions and 
who are required through their taxation to pay for somebody else's 
indexing where--and I use the word again--that discipline is not 
required as it would be in the private sector. I am only asking 
you whether ~you think that is fair wand’ equitable.s)There. ‘are 
pension plans obviously, at the federal level particularly, where 
thats kind "Oust ing, ist inherent in thes:plantiieponhinkmehatseis 
morally incorrect And’ am not alonese insthat belief, fimight: adds 


MrceeChatrmans €Thateeis’ without icémmittingss@the committtee 
members, of course. 


Secs Deis 


Moe @WOnme doch: o lite the public’ t "sectorme *pianse Msnowede?<a 
leadership role, then we would see a gradual spread in full and 
fair indexing throughout the public and private sector pension 
plans. 


MINSsBr andt yeASJUrongiease@ert ts sfunded® andi‘paidliforn, I have 
no problem with that. I wish we could index everything and we 
would have no problems; we would not have all these lengthy 
debates. There is a problem with indexing; it tends to. fuel 
inflation in some instances. 


Mr. Chairman: Before we pursue that much further, we are 
going to get into some macroeconomics. Mr. McClellan, you had a 
final question, did you? You had indicated earlier that you wished 
to-- 


Mo. SvMcClellanweI edon!tpewanti’ tovepre-emptS thes opportunity 
of the witness to respond to that particular piece of nonsense. 


Mr. Brandt: I would like to know whether it's morally 
Correct: 2that’s all: 


MSpuNicholson#? Are cyouttasking »meeecrt plvtiisceorably. scorrect 
for me to be paying taxes to pay an MLA or a federal (inaudible) 
pension when I can't afford one of my own? 


Mr. Brandt: Whomever it might be who has an indexed plan. 
Ms. Nicholson: Is that what you are asking me? 


Mr. Brandt: I am asking whether you think that indexing 
should come-- 


Mr. Betérsons: ThattYso’a ‘weny -ifaixe’ question; het hell’: offed 
good question-- 


Mr... Brandtustrihatonas fthel onkyequestionorhucam asking. #% 
thought’ it was a very direct question. Maybe I will ask the next 
groupe nh’ Ps fehink they ewill: havevan*copinion sion @thisvpoint! 1 ii¢am 
raising. 
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Mr.» O}Connor: .I. would\)sure sbike.,toOn Sa\ce-sOnleUrn ier lebullLe 
morality question that is being raised. I guess the preacher in me 
is coming forward. 


I \suneicas anything othink sthat> itedas monelly might ston.use.to 
pay higher taxes so that some of our mothers and fathers don't 
have to go out and.get jobs after the age of 65 as a crossing 
guard or something to try to put bread on the table at that age. I 
think, ity ioe: fmorabhy. right. for susstaqpay ehigher. ataxesasfomnthak pao 
that was your question. 


Mr.#Brandt: That, really ewasn't amy +-question.#I sam (talkand 
about the person who perhaps iS working at a minimal income 
throughout,«-his»«0r «eher, ~,entinegs. working. d-ife-cand who 7asatten 
retirement, has to go out and be a crosSing guard or perhaps live 
at or below the poverty line but through taxation has paid for 
somebody else to get an indexed pension. Let me reverse it on you, 
because that can happen to. I am as concerned about that person as 
you are. 


Mr. .O.\Connoresskxcept thate personniSa-NnOGhGOiInemto sec mabic 
to participate in PURS either. 


Mr. Brandt: I am not an advocate of PURS necessarily. 
Mr. Peterson: Or the CPP. 


Mr. » Brandtee.nT ahaventt. Said) éL-.daM- pen palrticudar, wpEOponeHt 
oOfiethat+ plan 


Mr. Peterson: He just made the point that the person you 
are talking, about widl motebes able to*pantacipatesini PURS agugdéeguse 
want to adad,;for- his,clarification, sthats, personnas enot igeingr: toibe 
covered) by .the? .CPPrserthers2) None of *yvour-RsolutionsSyamwa thy sgqreat 
respect, solve the problem of the immediate working poor. That 
brings you back (to Gains “and "GES, “which you done ilike,- ance. 
understand that. But let us have no misunderstanding that is going 
to solve the problem of the retired poor today. 


Mr .viGtConnorss4I athink~ thesyanswer ato, thatedisa.iaf «somebody 
is making $10,000 a year in round figures, those are the people he 
is talking about. If they are making $10,000 a year, they are 
participating as fully as they can in CPP, but there is nO way 
they have any disposable income to participate in a PURS plan. I 
think that is the answer. 


Mr. Chairman: It's a legitimate concern. 

Mr. McClellan: On page 23, I was really astounded at the 
average benefit under the OMERS program which you indicate is a 
relatively piddling amount of $1,265 a year. 

Ms. Nicholson: That was in 1977. 

Mi. jeicCictilan ps wwtV¥ou.. don 46 «, have a-MOLGe CULE ete Than 


that--not even if it's ballpark? Has there been no significant 
improvement over the course of the last four years in the average 
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benefit paid out? 


Mr nesWohltarth:esYouy definitely will see‘«an jmincrease.- We 
have the figures that just came out in the 1980 annual report of 
OMERS. We could supply them to the committee, and we would be glad 
to do: so. 


Min orieGlelsvanrsa What's the sreason formrthe- dow -<level.of 
benefit? Was it simply a maturity problem? 


MeSaP wohl farth?:ain< partmsitt: tsicbecausé<«the «plan, ~hasy-only 
been in place since 1962. People have been contributing only over 
that period, and a final average earnings plan always has the 
multiple of years of service. 


Mr. “'MeCtetlan: But, “even ‘So, we “are’:@talking™? about 16 
years into the plan. You would expect that the benefit would have 
been higher than that. No? Were you surprised? Have you been as 
Surprised at the development of the benefit level over time? 


Mo) WoOnlLrarth: Mitre ommamisurprisingly> “Lows thagure. JaPartavot 
the problem may be that a lot of employees, particularly in the 
municipal sector, come into OMERS in the age bracket of, say, 30 
to 40. These are not 30-year people with the municipalities. 


Ms. Nicholson: The public sector was traditionally 
low-paid. It is only in the last few years-- 


Mr. Wohlfarth: During the sixties. 


Mr. McClellan: The reason I focused on that is that we 
have an ongoing debate in this committee about the extent of the 
coverage problem. The royal commission says there iS a major 
coverage problem, and the Canadian Manufacturers' Association says 
there is not a serious coverage problem; but then, leaving aside 
the whole numbers-crunching around who is covered, you get to the 
question of, okay, you are covered and you are collecting a 
benefit and what do you get. 


If you look at the richest plan--and OMERS is always touted, 
to use your language, as one of the better plans and has complete 
coverage within the employee group--and you have an average 
benefit of $1,265, it just indicates that perhaps there is a layer 
of problem underneath the coverage problem that we haven't looked 
at very carefully.’ 


My;, (Wohlfarth: On the coverage question, you have. to 
distinguish carefully between those who are currently contributing 
to pension +plans and those who end: up never collecting those 
benefits. 


MrncdiMeclel Van: “Collect it; —suress and= we understand ‘that 
the number who actually collect is somewhere around 15 per cent. 


Mooi (Wohl farthe. + One® Srinaies points Y* Wer brought? along: «an 
additional exhibit, which is the most recent report on the Canada 
pension? ‘plans Tthcwas* just’ “issued;\iso! Iam’ not ‘aware °if the 
committee members have it. We brought along some copies for your 
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use. It will give you more up-to-date statistics. on,,thes.Cep 
investment© fund, rthe: ratelsof return "that ity 1Setearning Saha sso 
forth. Unfortunately, I have only eight copies. I was only able to 
get eight copies from the CPP distribution office, but I am sure 
you can get other copies locally. 


Mrict Chateman: tThankiosyouslveny much Ss Mero WolhDfarthion We 
appreciate you leaving that with us. I can assure you we will be 
exhaustively studying this particular problem, if it is a problem. 
It is certainly an area we have to consider very carefully and 
thoroughly, the Canada pension plan enrichment aS opposed to a 
PURS type of program or other options. We appreciate you attending 
before us today. You certainly have elicited a lot of interest. I 
think it has made a very interesting afternoon. 


Msic .Nicholison:ssMayaegh< say athank« you Gtokgyournandiate woOur 
committee. I have sat before many select committees and shall in 
the future. You are one of the better committees to work with. 


Mr. Chairman: Thank | -you, The next witness is the 
Investment Dealers' Association and Canadian stock exchanges. We 
have Brian Steck, chairman, joint industry pension reform 
committee, and Diane Urquhart, executive secretary, joint industry 
pension reform committee. 


Welcome. I guess you have been sitting at the back enjoying 
the discussion for the last hour or so, and we hope we haven't 
held you up. We would ask you to make the points you want to make 
in any way that you like and leave a little time for some 
questioning. 


MrsaSteck scCertaznily-; 
Mr. Peterson: There is no written brief? 


MriseSteck'simUnfortunately ,fino.imAtalibas wgunctune otherne has 
no written brief. I would like to read some comments. I will try 
to be brief and leave much of it for the question period. 


3:30 p.m. 


Mr. Chairman and members of the Ontario select committee on 
pensions, my name 1S Brian Steck. I am chairman of the joint 
industry pension reform committee, a member of the Toronto Stock 
Exchange board of governors and president of Nesbitt Thomson 
Securities. 


Our pension reform committee is made up of representatives 
from the stock exchanges across this country, as well as from the 
Investment Dealers' Association. In essence, itS purpose is to 
analyse the capital market implications of a myriad of pension 
reforms and to offer practical policy alternatives for the 
provincial and federal governments. 


The joint industry committee which I chair had its first 
meeting, unfortunately, on August 14, 1981. AS a consequence, it 
has not had an opportunity to thoroughly review the Haley 
commission recommendations and to develop a final position on them. 
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Today, I “would “like “to “discuss” briefly. some ~°of the 
principles we feel are important in assessing various pension fund 
reform measures and some of the specific policy directions dealt 
with in the Haley commission report. 


Many of the principles and policy directions which I will 
touch on today were included in the Toronto Stock Exchange January 
1978 submission to the Ontario Royal Commission on the Status of 
Pensions in Ontario. In my view, that submission was a thorough 
review of the capital market implications on pension reform. 
Moreover, since the Haley commission proposals are in many 
respects consistent with the thoughts set out in that submission, 
our committee iS supportive of its general thrust. During the 
fall-- 


Mr. Williams: Sorry; which submission was that? 
Mr. steck: ine Toronvo. stock Exchange’ 19'/8- submission’ 


During =1hes tal le Snoula point out, our scommitteemwisl woe 
updating the statistics of the January 1978 submission and will 
continue to evaluate the recommendations of the Ontario royal 
commission. We intend to make a formal submission later this year. 
At that time, I or an alternate will be able to make a more formal 
and definitive presentation on behalf of the Canadian Securities 
$Houstry.. 


The pension problem is perhaps one of the moSt critical of 
Our day, with tremendous social implications. Canadian senior 
citizens are not uniformly achieving an adequate pension in 
relation to preretirement earnings due to inadequate coverage of 
pension plans, poor vesting and very often nonexistent portability 
provisions. 


The problem is particularly evident in the case of women who 
are not well served by either survivor benefits or the splitting 
of pension credits after divorce. Canadians who work part-time and 
in low-paying jobs are another special group with its own unique 
problems. 


Unquestionably, the way in which the pension problems are 
resolved is as much an economic issue as it iS a social one. Our 
committee supports the approach of the royal commission on 
pensions since it clearly understands that the social and economic 
implications are not mutually exclusive, Its emphasis is on 
reducing “the  économic ~cost~ of ~pension * reform” by “targeting 
solutions to those in need and on maximizing the role of the 
private sector in the investment of savings for retirement through 
the vpubLlic Capital markets. 


Fundamentally, our committee believes that the 
responsibility for pensions should lie in the private sector with 
employers and individuals. We believe that the government's 
TeSponsibility “tse "co provide for*=those ~"Ssentor citizens wnose 
private sector pension arrangements have failed to produce a 
pension income above the poverty line. The OAS, GIS and Gains 
programs already offer a government safety net. 
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The Haley commission points out, however, that these 
programs do not provide adequate protection for single pensioners. 
The Ontario Gains program and the federal GIS program should be 
expanded where necessary to ensure that all residents in Canada 
have income above some standard measure of the poverty line. 


Since these programs are further subject to an income means 
test, funds for their expansion should be targeted to those 
elderly who need them the most. The additional GIS and Gains 
benefits would help offset the poverty of our current elderly 
population and particularly single women, who comprise over 65 per 
cent of the seniors collecting GIS. 


By way of the Canada pension plan, the federal government is 
effectively reducing the number of individuals who either are 
forced: to ‘orooptnactoe.orélves onipwhatd«awe. wouldt trefersntoahas ] the 
government's safety net. The Canada pension plan, combined with 
OAS, guarantee that no full-time employee in Canada need retire at 
less than subsistence income. 


According to the Haley commission, CPP Survivor benefits are 
not adequate to meet the basSic needs of Surviving spouses. This is 
probably another instance where the government safety net could be 
improved. There also appears to be some merit in adopting the 
Quebec pension plan provisions for including the dropout years of 
women who leave the work force to care for young children. 


The question of C/QPP funding proposes difficult problems 
for the Canadian securities industry. We do not wish to see a 
large C/QPP capital fund put into the hands of government. There 
is presently about $20 billion in the CPP fund and an additional 
$8 billion in the Caisse de dépdt et placement du Québec. The 
combined $28e-bikLiomew.s sovern whaLe atheri$55 billion ‘im. trustee 
pension funds in the private sector. 


Mr. Peterson: Did you say half? 
MrweSteck :40verchal£. 


The March 19, 1978, report of the auditor general of Canada 
to the House of Commons indicates that full funding of the CPP 
based on acceptable actuarial assumptions would require an 
additional $100 billion to pay for the current level of benefits 
to all existing contributors. A fully funded CPP would thus have 
to increase by approximately $8 billion per year, which is the 
same rate at which private sector trustee plans are now growing. 
Fully funding would obviously result in a substantial 
concentration of financial power in the public sector. 


We are not happy with the way in which CPP funds have been 
used to date aS a means for provincial governments to finance 
current government expenditures and public capital formation. It 
would appear to us that this provides an unfair competitive 
advantage to the public sector, in that various provinces received 
low-cost moneys. 


To address our industry's concern over investment. of CPP 
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capital, Monique Bégin has expressed interest in the establishment 
of one or more independent bodies that would manage an expanded 
CPP portfolio. These independent agencies would invest in private 
Gaprea lyr ormacwions- through’ S@therr public *icapital temarketsxit as («1 
previously indicated, it is questionable whether the economy is 
WEltOrmerVedwibya- ches concentrationi*o£ financially powertywithinsothe 
public sector even if portfolio management is bestowed on a large 
number of independent entities. 


There is no guarantee that the funds will not be used for 
future government intervention in the private sector and become a 
primary economic policy lever on the Canadian government. I would 
point out, for example, the case of the Quebec government, Mr. 
Parizeau and Domtar. 


We concur with the Ontario royal commission recommendations 
thatgtthie! VCPpPanottibe | funded)sonovan pactuarialbasismands« thats. sit 
should be operated aS a pay-as-you-go approach with a fund of 
sufficient size to provide for smoothing out of any changes in the 
contribution rate to meet current demands. 


Beyond the safety net, the central question in the pension 
issue is whether the government should be mandating or providing 
pension income at above the poverty line to some percentage of the 
average industrial wage. 


The Haley commission has concluded that the government 
should be assuring replacement income through a mandated money 
purchase plan. AsSuming average investment performance, their 
proposal would add an additional 10 to 20 per cent of, replacement 
income on top of the 40 per cent of average industrial wages 
supplied by OAS and CPP. In total, the government would be 
providing for and mandating replacement income of potentially up 
to 50 to 60 per cent of the average industrial wage. 


While we will turn to this issue in a moment, it should be 
pointed out that it is important to consider the impact of higher 
costs on small businessmen, farmers and on the international 
competitiveness of Canadian corporations. 


Our committee also intends to give serious consideration to 
possible legislation and tax measures that would improve existing 
employer-sponsored pension’ plans. btie. ,ehis juncture Me is 
Supportive of the Haley commision's proposals for earlier vesting 
and better portability provisions. Furthermore, it is particularly 
interested in the recommendations for the creation of special 
locked-in RRSPs and the right of terminating employees to transfer 
benefits out of their employer's pension fund to a locked-in RRSP. 


We would like to draw your attention to another way of 
improving existing employee-sponsored pensions plans. In effect, 
employers) “could @%bevorequired) “‘tomeprovide! fons as.ejoint ‘fand 
last-survivor annuity where the employee can only opt out by his 
written consent and that of his spouse. This measure alone likely 
would substantially reduce the number of Surviving spouses who 
must apply for GIS and Gains. 


The committee is extremely supportive of the proposals 
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outlined in the Haley report concerning more flexible retirement 
ages. 


The original Toronto Stock Exchange submission to the Haley 
commission and the joint industry pension fund committee are 
strongly supportive of the money purchase concept for pension 
funds. For the corporation, money purchase purchase plans remove 
the problem of unknown costs inherent in defined benefit plans, 
are earnings-related, immediately vested, fully portable and 
locked in until retirement age. Very important, they also do not 
biaS against the employment of older persons. 


The responsibility for investment management of retired 
capital falls to a greater degree upon the individual who holds 
the rightS associated with the contributions. Since individuals 
have the choice of managing their own funds, these plans would 
tend to minimize the degree of institutionalization of our capital 
markets. 


I would ‘be extremely remiss if I did not point out that 
Significant individual pakticrpation is essential aele the 
liquidity of the marketplace. As such, the joint industry pension 
reform committee does not Support the Haley commission 
recommendations to limit the form of benefit from a PURS account 
to a range of only annuity options. It believes that individuals 
should phaveos thesn righti stoi withdraw) )theirtheundspetporvyerdirecc 
investment in a broad range of financial instruments. 


3 2e0 0p. i086 


As« relating. to! dasclosure;seolt»,as) lesss,of wp vproblem . inthe 
case of money purchase plans and defined benefit plans since these 
are Simpler and the individual iS aware and accountable for the 
performance of his own retirement account. If employees do not 
wish to actively manage their own accounts, they can still 
designate a financial intermediary to do so for them. 


Turning back to the issue of mandated money purchase plans, 
we have the following comments: From the perspective of our 
industry, mandated money purchase plans are unequivocally a better 
alternative than expension of CPP. With mandated money purchase 
plans, pension capital continues to be administered by the private 
sector and invested in the private capital markets to the best 
means. Although there is still much work to be done by our 
committee, these plans would appear to be the only way in which we 
can improve the pension coverage of Ontario employees through the 
private sector plans. 


Mandated money purchase plans are not problem-free. No 
pension reform ever is. These plans would require further 
government supervision and reporting requirements for thousands of 
small companies. Enforcement and reporting are inherent 
difficulties for the self-employed, although would appear to be no 
more onerous than existing RRSP plans. The pension reform 
committee believes that these problems are minor in comparison to 
the devastating effects that expansion of CPP would have on the 
Canadian capital markets. 
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be Closing, Sitewoul@syidke tojfstress toe your edmmittée “the 
importance of the pension issue to the health and vitality of the 
Canadian economy. To paraphrase the working papers presented by 
Kurtz and Avrandt to the US President's Commission on “Pension 
Policy;  the@-etfects: of *institutionalized privates plansscon! the 
national economy is in its infancy. 


Woche this ain mind,’ I respectfully submit to: “the Ontario 
select committee that the inherent dangers of seriously changing 
pension fund reforms would have major repercussions on the 
Canadian economy. If we can accept the term "infancy," then we 
must agree that pension fund reform should be evolutionary in 
nature and certainly not revolutionary in nature. 


Mr. Chairman: Thank you very much, Mr. Steck. 


Mr. (Peterson: Pil have yal varietyy sofstiquestionsn here. sYou 
prefer PURS over CPP. Do you prefer nothing to PURS? 


MyOUSteckimal hate iseeaiivery ,diffiictltbissue..f Lets mes spUt 
that one in our own-- 


Mr. Peterson: (inaudible) the idea in the stock exchange. 


Mr. Steck: In our own committee, I must admit that many 
of the members are leaning very hard to the PURS program--a 
mandated program. We do see some tremendous pitfalls if it could 
be left to an optional situation. 


On=> the*cother hand) Sthe wamrEications! of sintroducing; this 
kind of program today could be very serious to say the least. I do 
not think enough is yet known on what the impact would be on the 
individual state of the economy from a micro or macro aspect. So, 
from ™- our point “of vilew,4"r ‘would have® tolistellSyou thato we still 
have a great deal of work to do on that subject. 


hi me ChailrmnanssS Ong thatia@woint ,Jeaf 30 couldsoumterrupkipide 
you feel comfortable that you are assessed of the magnitude of the 
problem--that iS, a coverage problem in connection with that 
target group--to determine whether it is significant to venture a 
mandated-- 


Mradisteck:  @ithatearo bemchetorical, wut Pethinkusbisisican 
interestimnon porte Ifvweelook <atirit from iamealternative point of 
view, a mandated money purchase plan or CPP, to talk about $100 
bid dtonszsine imy.svview;solseiwery.. substantiadi. 4fo squote; «Senator 
Desksen,;o "Ai badlions hese syat baliion thereyadds. up towa,lot of 
money"--and truly it does. 


In the case of a mandatory money purchase plan, we see the 
inherent difficulties today in a crossover and a major impact on 
thescsnait bustinegssman, one the? farmenjpnontithesindividual;) on a 
large corporation, on everybody and every sector. This is why, 
when right at the end I said it must be an evolutionary process, I 
Phink Grr Fiscso ior reicalsé 


In our view, the mandated money purchase plan iS a very 
radical step. However, if the alternative were to be a doubling of 
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CPP, we then believe that the repercussions in the Canadian 
capital system potentially could be devastating. 


Mr. Chairman: So you are suggesting that PURS might be 
the lesser of evils. Am I correct on that? 


Mr viSteck :OThat as-corrects 
Mr. Chairman: What I am asking you is what is the evil. 


Mr.c.Stecki: i" Thevbeviddiwl sdamaéetalkingy about soett,wencassume 
this goes ahead, is very simply that if we recognize there are 
inherent problems with pensioners who do not have adequate incomes 
and we say, "Tomorrow we shall provide for all this," the increase 
in general taxation or the increase in contributions that have to 
be made is a tremendous short-term evil. The penalty to be paid by 
some could be catastrophic. 


I point out ‘that: the gentieman who sat Nere earlier mine cirs 
particular chair said: "Listen, we already pay enough in the form 
of CPP. To pay something additional for a PURS program, we cannot 
aod'on= $10,000 5" 


The only thing is, if that alternative is in any event a 
doublingtof 9CePP. that individvaisthas Ato “payweiss AtSethisaauneture 
it is our collective view that that is very difficult, whether you 
want to use the term "evil" or not, because I raised it--perhaps 
it is an inappropriate choice of words. 


Mr.ocChairman:o Leiamvgoingieto switchabackston Medy Peberson, 
who has not finished his questioning. But what I am asking you is 
whether you can respond to the magnitude of the problem. 


In other words, before you start solving a problem, you had 
better make sure you have one. I am getting a message that PURS 
may be designed to solve a problem that may not be as acute as 
Originally perceived. If that problem is perceived as an evil, I 
am wondering if you can enlarge on it. 


But TP’ gather vow shave tnotisdone’ anyiwworkbingeternnismobethat 
particular target group who needs some sort of income protection 
im the ir old ages 


Mr. Steck: Please appreciate that our first meeting was 
August 14. There is no question from our perspective that there is 
a dramatic need for some change over the next several years. There 
are a number of people who cannot live on the levels of moneys 
they currently have. We believe this problem is most specifically 
identified for widows whose husbands' pensions are gone and for 
several others. 


Mr. Chairman: Of course, you are now taking the other 
end of the spectrum, the target population or group that are 
already out of the work place and whose problems would not be 
addressed in terms of current pension reform. 


Mr #° Steck: ™As#ibucstateds® earliiergnm hin wewedecepto the fact 
that CPP is underfunded according to actuarial assumptions by $100 
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Dbitlion;, “quite eicankly at this point in time that is the’ only 
parameter Iycanruse. 


Mr. Chairman: Do you feel that it is realistic to expect 
that CPP should be fully funded? 


Mr. Steck: Absolutely not. 


Mr. Chairman: Would you then agree that it should be on 
a pay-as-you-go basis, whether that is a small kitty of, say, two 
years in advance, the type of thing recommended by the commission? 


Mr. Steck: As I stated here, we believe that CPP, GIS, 
Gains and all should be the safety nets. It should be continued as 
a pay-as-you-go system. 


Mr. Chairman: Mr. Peterson, did you want to pick up? 


Mier eueLocOnre si. Navey-a Guestion that 1 think “would “falz 
within your area of expertise. 


You are familiar with the excess interest approach of 
legislating some sort of system for indexing benefits. From the 
stock exchange's point of view,: would you be comfortable with a 
legislated program along those lines--us forcing people to adopt 
the excess interest approach to index retirement benefits? Could 
you bring any perspective to that question for us? 


MewceSteck: aeQuite Sipankly;owolrowown, roroupip would) gperhaps 
accept a great deal legislated. I think the one of Suggesting that 
all pension contributions be fully indexed is not one we would 
accept. 


3:50 p.m. 


Mr. Peterson: Are you familiar with the excess interest 
approach then? 


Moetoteck=I4) don’tYknowS1Pm -am fully 


Mreatvcterson: All right. @ will not, pursue that. That. 1s 
something that I think I would be very grateful if you would bring 
up and discuss with your group before your next submission, 
because it is a very fundamental point. 


Mra iStecksa kaya» diwidtds. 


Mr. Peterson: It is a device that some people use. Some 
of the arguments pro and con have been how it will affect the fund 
manager. 


Just a couple of other things: We have about a $20-billion 
CPP fund and an $8-billionbigPRamcund-sclosesitonc$306 bidslion ran 
puUDLic#itundsectvoumare telling me that is about half the trusteed 
pension funds in existence in Canada today; is that right? 


Mr. Steck: Yes. Trusteed pension funds right now are 
currently $50 billion. 


38 


Mr. Peterson: Total? 


Mr. Steck: T chisel Lg That excludes, however, registered 
retirement Savings plans, for example, or insurance company 
pension plans. 


Mr. Peterson: So the $50 DELEON includes the $28 
bblldion?) Orneako -doesn'te tineglude: ate 


Mr. Steck: No, no. The figures we have currently would 
go as follows: Trusteed pension funds, $50 billion; insurance 
company pension funds, $14 billion; registered retirement savings 
plans, $20 billion. Those are approximates. 


Mr.2 ,PeterSontoy<cYOU.-swerers tellingsysme-enthat -the. private 
market--and I am including those three areas--is growing about $8 
biltion a years is that right, 


Mr. Steck: The trusteed pension funds are. 


DME Peterson: I just want to get these figures, 
Insurance companies; do you have any idea? 


Mro.a Steck: No peloamigicanidl lidosnesé - 
Mr. Peterson: What about RRSPS? 
Mr. oSteck:GAgain,s®@owoulkd not! haveta £igure. 


Mrs. -6 Peétersons! » Ame ebRRSPsi|:a .majonmeuparnt +206 »:youtmnsaction 
today: aS-wacasteckbroker? «Gould.» youe¢chelp time oroutGesnfrom Nesbatt 
Thomson's point of view, or f£rom an industry point of view? I am 
just interested. Is the self-administered RRSP a growing part of 
the private business? 


Mri Steck:yAbsolutelys sine the (finstecvyear G50 put was 
not particularly. I think what has happened, typically the major 
funds that one would be part of would have, by and large, a much 
greater component of the total funds in the fixed income sector. 


I think there are a lot of people out there who would rather 
buy "a package of securities" that they believe through the equity 
markets will provide them with inflation protection, specifically. 


Mr. Peterson: Up until the last couple of months. 


Mr. Stéecks?, P®™thinkisyoushave, toapake (angdookdiosat.s anything 
over a longer time frame, but specifically over the last five 
years I believe the equity performance of the private pension 
funds has been about 18.5 per cent a year. To say the very least, 
that has not been the case, unfortunately, for reasons we are all 
well aware of, on the fixed income Side. 


But certainly we have a great number and, I would add, 
unsolicited people who are coming in and saying: "Listen, we want 
tos setyithis@up; imeour wayoeWeelknowwit' st swestedimewe Know 4i's 
portable, we know it's there and we have control over it." 
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Mr. Peterson: Let me ask this question. What percentage 
of the total capital (inaudible) in the Canadian stock markets 
would be pension® funds, /first«ofioall)sincluding -RRSPs; and “then 
what is the RRSP factor? 


Min eSteck :yOkays Ii-am «going »to shave sto. itry)/t6 give you .a 
rough estimate, which maybe you can help me work out here. 


We currently guesstimate--and I will use the Toronto Stock 
Beenange as an example; itis critical to point out that there are 
a number of American companies that are listed on the Toronto 
Stock Exchange and, therefore, those should not necessarily be 
included, because a Canadian pension fund (inaudible) they really 
would not participate. So we are talking about a market valuation 
on the TSE of approximately $139 billion. 


Mr. Peterson: (Inaudible) 


Mr. Steck: TOraie Marketryvalaationreofitn the “ttocks:. At 
December 31, I have just been told, excuse me. 


Of the $50 billion, approximately 20 per cent would be 
invested in equities. In the case of registered retirement savings 
plans, I am not quite sure, but I might guesstimate that it would 
be more in the vicinity of 45 or 50 per cent. 


Quite frankly, in the case of insurance companies, I would 
not be sure, but I think it would not be all that unfair to assume 
that their percentages would not be dissimilar to that of the 
pension funds. So we are talking basically of-- 


Mr. Peterson: Ten per cent of the-- 


Mra Steck: U@H-100 phusiithreegonwhich naselas, gipkussyanothen, 
let us say, 10; so we could be talking somewhere in the order of 
ee ornl5 pernecent. 


Mua metersons) = Soptou tawof ethemtSi390evblil lion ~wothatsanarsn.aboutk 
10 per cent of the (inaudible). Are pension funds that percentage 
of (inaudible)? 


Mr. Steck: Yes. 


Mr. Peterson: That is a help to me. Another question: Is 
it your view that those moneys, the $28 billion, particularly the 
$20 billion invested in CPP, that the borrowing provinces should 
have to repay those? Do you have a view from your perspective on 
that question? Should it be rolled over, or is it irrelevant from 
your perspective? 


Mr. Brandt: That is a good question. 
Interjections. 


Mr. @Steck:tjadl wilis:bes quite shenest.withsyou.;-We spent sa 
lot of time deliberating about that one internally. 
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Mr. Peterson: There are some intelligent people who 
reflect on this question, you donkeys. 


Mr. Chairman: I thought you had replied in shock. 


NrpiaSteck: “Ouite ‘frankly, there “Gis “the ) View @thav,aee 
people have contributed to their CPP and if in turn it is borrowed 
by a province, the province should segregate that money and charge 
some other arm some rate of interest so that pool of funds 
continues to grow. 


As “at reasonablyi* practical andividual ps smust)) aedmsey thet 
would appear to make a whole lot of sense to me and other members. 
But I must admit, from the joint industry point of view, I am not 
sure we have fully thought out all the ramifications of it. That 
was a very good question. 


Mr. Peterson: That makes you and me the only two 
practical (quysmin the worlds sgwant you to knowvthac, 


Mr. Brandt: Humble too. 


Mr. Peterson: There iS an opportunity there, but Support 
is kind of slim. You have to take it where you get it. 


There is one other question I want to ask. It has been 
generally acknowledged by a number of people that the Caisse de 
dépot was the best managed public fund up until the last couple of 
years, when two things transpired. 


First of all, they started to put a higher percentage into 
provincial securities a couple of years ago to finance the 
deficits--the referendum deficit and the election deficit. Then, 
of course, there was the recent move with Domtar and Noranda. I 
would like your opinion on those matters. Do you think that is a 
serious intrusion into the-- 


Mr. Steck: I guess it all depends on one's’ perspective 
of concentration ofl. ipower? (cl neimy fownsaviiews landwab think Geis 
strongly held by the joint industry, we do not believe the 
concentration of power in any sector is a particularly useful 
alternative. 


Mr. Peterson: Including Power Corporation or Canadian 
Pacific? 


Mr. Steck: On a relative basis, I can't comment on what 
percentage of the total industry iS represented by Canadian 
Pacific...” Thiscan « cbell’ vow, caentainiyedthat tiinbithes case tof Power 
Corporation, .whicht!Iy» thinktis ran fexceblento corporabionsse:tiers snot 
that great when taken in the context of what it represents in 
terms of percentage of ownership in Canada. 


I think the aura of Mr. Paul Desmarais and Power Corporation 
is very substantial. However, whether it is in the private sector 
oro= the public» sector ;* *undde concentration Gliof: B power. We Wnot 
particularly useful, although I would add that in the private 
sector, by and large, these large pools are owned by a number of 
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people who do from time to time have a very meaningful say once a 
year in electing the board. 


I think we have seen many instances, for example, BCRI, 
where the shareholders have something very important to say and 
Came Causes tehneawinm Mloticooinmthangsss tom happenshualr think. the 
shareholdersipinecorporations such aS Canadian Pacific, or if you 
have attended the annual meetings of the Royal Bank or _ the 
Canadian Imperial Bank of Commerce, have been very vocal and at 
times cause many things to change. 


Regarding one large institution controlled by a government 
body, I know you can tell me that certainly they have their 
opportunity every three, four or five years when they vote for a 
government, but I don't think it is quite the same. 


4 p.m. 


Mo's Peterson: What was the Laliout; from your 
perspeckive Menrough” yourserndustry; ‘asa’ result “of S@thatepontag 
move? Was it just fear? Was there any real indication? Was it just 
fear about what might happen in the future? That frequently 
happens. 


bir. * “Seeck > UT -Scbh nkeser Ge is oan. indication secASs (ones ofasthe 
gentlemen here mentioned, you have had the fact of the Canada 
Development Corporation. CDC has become quite actively involved, 
with the government being the principal shareholder. 


Pe. tiiisseis aamtrend, wiaias clearly mot a )trendiethes private 
sector encourages. We think there is clearly very substantial room 
for the public sector and for the policy-making groups. We think 
the private sector and the growth therein should rest in the hands 
of the private sector. 


Mr. Peterson: What you are telling me then is that most 
of the managers are operating on the philosophy that = any 
additional funds must go into the private sector and, that being 
said, they should not have control positions. 


What you are telling me out of this whole thing, and I am 
pUStAttr ying to! Cdraw @nthe¥ coliparison ,paisisthatiewmost ,people are 
arguing any additional increments of retirement moneys through 
contributions, through whatever device one employs at the present 
time, should go into the private sector. 


Mr. Steck: Yes. 


Mr. Peterson: But those should only be by way of passive 
investments. You do not want them to take any control positions. 


Mr. Steck: Have who take control? 


Mr. Peterson: Have the pension funds take control 
positions. 


Met i StecksoThatrids @mornrect: 
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Mr. Peterson: So we have to have restrictions on what 
percentage they can buy. 


Mr. Steck: z would think that might be a fair 
reflection. I think there are already existing laws that restrict 
the pension funds from buying X amount of any security. 


Mr. Peterson: The contributors finance Pt and the 
private sector runs it. Is that basically the view? 


Mr. Steck: Yes, that the members and employees in the 
private sector contribute to a plan in the private sector, which 
sGrunm byathemprivatesisector .yeorrect. 


Mr. Williams: I just have four questions, Mr. Chairman. 


First, let us not make any assumption; perhaps we should get 
it on the record. The Investment Dealers' Association of Canada 
and Canadian stock exchanges comprise how many people, and do they 
represent the investment community totally across Canada? 


Mr. Steck: Number one, what we represent here is’ the 
Alberta Stock Exchange, the Montreal Stock Exchange, the Toronto 
Stock Exchange, the Vancouver Stock Exchange and every member 
thereof. And I believe almost every member is a member of the IDA; 
so it is baSically every investment dealer in this country. 


Mr. Peterson: You have to be a member to be a securities 
broker, don't you? 


Mr. Steck: Yes. 


Mri »Willdams’eYou janeigal uniquehscassociationjedingd that awou 
of necessity have 100 per cent membership, which is not the case 
in a lot of other associations. I just want to make sure-- 


Mr. Steck: We are reasonably representative. 


Mr. Williams: There are just two or three points you 
touched on that I want to get clarification on. 


First, we were talking about the vast sums of money that are 
generated by the current CPP and the fact that it would be just 
that much greater if it was expanded. I do not disagree with your 
argument there at all. The only point that I wanted to get clear 
was what your particular perception was with regard to those funds 
when we said that they were low-cost moneys that had been 
generating :thisjmeby ‘cthe provances inatherredthaneagoing Coan the 
marketplace for the funds. 


Mr. Steck: I would like to give the example-- 


Mr. Williams: 1) might. just’ (interject (while - you stare 
looking up your figures because I think that, in the very early 
days of our hearings, the assumption was made that they were, as 
you say, very low-cost moneys. But I think there is evidence 
adduced in the hearings that Suggested any cost differential 
between the borrowing of those funds by the province and going to 
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the marketplace was marginal. I think that information originated 
with a person no less prominent than our Treasurer. Do you have 
any comment? 


Peewee: IPS thinkssyoua Sgentlemen brought Lt up in the 
case of what have various provinces or, in fact, Ontario has done 
with the moneys it has received from CPP. They have not paid 
interest on it, I assume. Yet the money has been used. 


Mr. Williams: Yes. They have agreements with-- 


ME DLeCKeS"LEt me? point’rout’*that’ during thes dasteasevyenal 
years Ontario has come to market twice. 


Mee Chairman? eMaybe “we /"could° clarify-™that “payment ~%0£ 
interest. My understanding is-- 


Mr. Williams: There are agreements. 


Mr. Chairman: Please correct me if I am wrong: There is 
an attributable interest rate but the interest payment is borrowed 
in time. Am I correct in that assumption? There is a calculation 
there, that is right, but it is just that the money is borrowed. 


Mr. Steck: Diane Urquhart has informed me that the rate 
that is paid 1S equivalent to the long Canada bond rate. 


Mr. Williams: Long-term bonds. 


Mie Steck : Now you “anadespwwouldp certainly sduikesatom borrow 
at that rate, and so would every other person and every other 
corporation. Quite frankly, the marketplace is very difficult. 


Mua. ChairmancoeLl, thinks the. question ‘thatveyis 0 beqgedakis, 
what is the differential between that rate and, say, the long-term 
going rate of a province in the marketplace? 


Mr’. “-Steck?) *Let)!)us* say? owe'" take® twos’ percentage) points, » for 
example, which, depending on the market, would not be all that out 
of line of a half a percentage point. If you take one percentage 
paint. on <$1, million, 1 would suggest that is ‘significant .esBuigas 
certainly significant to me. 


Mr. Williams: Certainly on a volume basis, yes. I agree. 
But I think it was about a half a point that was discussed. 


Mr. Peterson: The Treasurer says the difference is 0.3 
per cent--and it varies from time to time, because these rates 
converge and draw apart depending upon the mood of the market. 


Mr Williams: -ves. This’We- on ‘the Long term, 


Mr. Peterson: The difference between the so-called 
Market rate and the long-term Canada rate is not always the same; 
right? 


MEe Steck: "Bhat .isicorrect. 
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Mr. Peterson: The CPP advisory committee, in about 1977, 
did a piece and said the difference at that time, Mr. Williams, 
was 1.5 per cent; so there is no fixed figure. But I think ait vis 
fair to say somewhere between 0.3 and 1.5 and changing. 


Mri.onStecks: tiodobmot,aknowethat~a tywoubdiwever5g0, as, high 
asel.5.0fl think vetiqwould =bemmdresani they onder «df ,.Let US. Say ~40n 
average during the last 10 years, 0.6. 


Mr. Chairman: The response to that, of course, is that 
is a lower rate of interest which states that the benefactors are 
the taxpayers. 


Mr. Steck: Itvcould be one way of looking at 1c. 


Mr. Chairman: Anyway,) Mr. Widsl Lams, nadeqollust omVvenllLeGna co 
make my (inaudible). 


Mr. .Cureatz: egustigon «this particulary issue; ilanwass going 
tooraskn that), toy tyoulcor sto siyours assoclation;Sisecingimas you are 
affronted by the fact that there is that relationship between the 
two governments, aS opposed to, as Bud Germa might say, the 
rampant free enterprise system of which you would = strongly 
advocate that there should be a specific interest rate. 


Mr .beStecks Shevyannoteyareronted «bys -Lt.tins fact rai ven slne 
results the other day, I am very pleased with the extent to which 
the federal and provincial governmentS co-operate with = one 
another. If there is any thinking that we are trying to Suggest 
there is no room for the governments in the role they play, that 
is anything but the truth. We simply use one point. We could have 
perhaps tried to discuss something of it, but certainly we are not 
affronted by it. 


Mr io Willrams: #Asi sliumentionedssingbringingy sup pithesspoin te wd 
was not arguing the key point you made about the fact that it is 
keeping a lot of money out of the private sector. I agree with 
that premise. It was just that I wanted to get some clarification 
and understanding between us aS to how significant and how great 
that differential was by using those funds there than going to the 
marketplace. 


Tevaguee.leDealing t infPsuem largeamgolumes, ititiecan thavejesa 
profound impact in itself. But I do not think the differential was 
as great as a lot of people had seen; that is all. I agree with 
you.wibt dovunote think: 41. 5ewppercentagess pointste1sitiastoreabrsticnas 
something around a half a point. 


4:10 om. 


You made reference to the spouses' benefits and felt that 
there should be entitlement there where the beneficiary has had an 
earlier demise than anticipated and that the benefits should flow 
through to the spouse; and that it should be--I cannot recall the 
term clouowused:abutual thinkedteewasn onsstheidbasist ofneit wheendaa 
mandatory situation. 


Mr.nésteckzovess 
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Mr. Williams: I think that recommendation already exists 
in the report--recommendation 54. 


Mr. Steck: Which we agree with. 


Mis Wil ramseole seew ithev way: *yow/ putevitse Dadid= not . think 
you recognized that this type of recommendation was in the report. 


Mey SSvecksolthis;candiweofully:iconcurmwithsit. 


Mire Wisciams: The sothero@one=4ipointentl shavesguwis .sbhat. 1 
believe you were referring to recommendation 40 and in particular 
subclause® (f)*;* the one dealing with the annuity options. I want to 
make sure that is the section you were directing us to--the fact 
that "the benefit payable any time between age 65 and 71 to be in 
enewroarm *OrPRa Tatiges of Mannuity: options, such? asisescalating. and 
participating annuities." Is that the area you were addressing 
yourself to? 


Mr. Steck: Yes. 


Mroateweriiams:eeryoue felt that Cwas/ (toolunarrowetand dé tthat 
there “Ishoula*bes*greater* latitude there in terms of the type of 
investment that would be permitted. Could you elaborate on how 
Dbroadeeyouw tere that) should beior how much tnore Yit shouldiebe 
extended? 


Mini oeeck:s “cet. me giver youwa hypothetical scase. idiam not 
an actuarye@sor I Awill@inotecomment® on) ta>wholerslotiof, actuarial 
assumptions. 


Certainly there have been a number of cases where the 
indavadual. has reached ;ilet's say, 65, and he abuys his. annuity. 
Based on certain actuarial assumptions, he gets rate "X". I am 
Suggesting that today there are many individuals who, if they 
received this sum of money and were to go out into the marketplace 
and lock in over the next 15 years returns of 20 per cent, might 
be able to do exceedingly better and might be able to provide a 
much better inflation hedge. 


We think the individuals should have the opportunity, as 
Opposed to simply buying an annuity under some _ prescribed 
legislated managed situation, to be able to have some alternative. 


Mr. Chairman: Good idea. 


Mr. Williams: Would there be any limitations as you saw 
it on the other type of optional instrument, other than an 
annuity? Or do you have something specific in mind? 


Mrs Gteckeocl foals were the» policy: maker; :-whach I am nok, 
there would have to be limits set on the kinds of securities and 
vehicles that an individual could purchase. You would take away 
thepwightesinoem jhimpsto say, “Here 2S my opportunity to turn emy 
money into a gold mine." If I were a policy maker, I would not 
Givemwei me seoeteeolont sw iewould Jwanternal eto deal (int less, Pr isin 
Situations. 
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MrivecWaslel ams: Sommyout aiwould simoth« (recommend sywanaVArgosy 
investment or something like that. It would be more tightly 
controlled. 


Mr. Peterson: I do not understand what you are talking 
about. What kind of vehicle are you talking about? 


Mr. Steck: Let me give you a specific example. Let's say 
you were age 65 today and you had accumulated in your pension-- 


Mr. Peterson: One hundred thousand. 


Mr. SStecksgc ATL wright paeSUnd, C00 I sebt enroupdwent?) aheadi[sand 
you bought an annuity today, how much would you get? 


Mr. Chairman: He does not look like a very good risk to 
me. 


Mr. Peterson: What are you suggesting? 

Mr miSteck: sAlloprDecam Ssuggestingi istG@thatigmnea-ce the 
alternatives I would like to see the individual given is, instead 
of the $100,000 being an annuity, which if he happens to buy the 
next year iS gone, would be to say, "I can live on $20,000 a year, 
thank you very much; and if I happen to die tomorrow, my wife can 
continue to have all this." 


Mr ii Widldaamss) Oniether other. hand »jielmiaathermthate yowagare 
agreed to having some control because of the risk factor. 


Mr. Steck: Absolutely. 

Mr. Williams: I gather you perceive there iS a certain 
element of risk over and above which you feel it would be 
inappropriate to permit that person to invest. 

Mr. Steck: Yes. 

Mr. Chairman: Long overdue. 

Mr. Steck: Did I not answer your question? 

Mr .2.Petersonsted “really edontitmandernsctandmawhat é6youmbare 
Saying. Are you saying you Support that, say, at $100,000 you 
could work and maybe put your money out for five years at 19 per 
cent today--I don't know what you would get. 

Mr. Steck: Righitz 


Mri, ‘PetersonsreAre you \’sayinguayou ‘shouldtabeamablelttohido 
that? 


Mr Sheek Yes 


Mr. Cureatz: Yes, because, if you died, your. wife would 
get it. 
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Mw < tebe On ero Ue yOus don in loseviti Movjounipuis ftedni the 
PURS account. 


Mr. McClellan: (Inaudible) transferred tt into an 
annuity-- 


Mr eee Lereon sAeSolmyourr don At y thaveieto? ehuyit: ani lannuityed You 
could ‘sort of leave it in’ your PURS account (inaudible) leave it 
there and draw the income off it. 


Me. ‘Srecker Thats écorrect. 


Mr. Peterson: So all you are Saying is; don't 
change--don't force (inaudible) change. 


Mr. Steck: (Inaudible) anti othndiya duadevemights say, "No, 
listen, I want®thevannuity."» That's fines, An» individual might have 
other views: "Give me the option." That's all. 


MiG. Vorandt:peMri« Steckyouwl owas) cinteresteddrrnn ivyout fceanl ier 
remarks with respect to the total amount of money in the CPP and 
the QPP, the total of which you indicated was around $28 billion. 


If I understand your position correctly, you are indicating 
that if that were doubled, as has been suggested by some 
people--in terms of the CPP particularly--this would dry up the 
money markets to a very great extent. Is that essentially your 
position, that the free flow of capital would be directed towards 
government aS opposed to the private sector? 


Mr. Steck: Yes. 


Me jo BrandtesseThat @being yathel ticase;peapartifok athe argument 
that has been raised by some groups--not myself, but they have 
Suggested this argument-- 


Mr. Cunreatzasvkoss ¢ 


Mr. Brandt: Ross, could you listen? This is an important 
point that I would like you to hear. 


Mr. Williams: It hasn't been brought up before, Ross. 


Mra l McGlelanzon Ir icould astateréitesverbatimmobut iyou ago 
ahead. 


Mri. O'BrandtsonThe «pointie Tinwanted «tog raise;, MrsoeChaiznman, 
was in connection with the potential doubling of this particular 
account and the moneys that would flow to government would not be 
available to the private sector. 


The argument that has been raised by some groups is that 
when this money flows to the private sector in many instances it 
is now being used for corporate takeovers as opposed to money 
béing*#invested*™in Sthe “private:sector »forscthe sbettermentmor ithe 
growth of the economy. 


Would you be able to respond to that question? Because there 
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has been a number of corporate takeovers in the past while that I 
think have brought this very much to the public's attention. 


Mr .Steck: ([Okayjasure. Lethspsayryl formfronées-happenmto be 
an investor in Noranda. Somebody else who has these additional 
funds or what have you, who has invested in (inaudible) goes ahead 
and makes a bid. Therefore, they are taking all these good dollars 
and just using them for strictly acquisition purposes. 


Mr. Chairman: Like Petrocan. 


Pits. Steck: Whatever. i Stwoutayelike "to. Leave “that | one 
aside for a moment. 


On the other hand, I as a shareholder of Noranda do get this 
money; the dollars are still in the system. So when I get this 
money I have the opportunity to invest it elsewhere; perhaps I 
have the opportunity to invest it in a new issue of MacMillan 
Bloedel, because they want to expand their capacities and employ 
new people or whatever. 


The important thing to realize here is that, when a dollar 
enters the system and an acquisition is made, somebody does get 
those dollars and those dollars are in turn reinvested. They do 
not disappear from the system. 


I think what a lot of people in the private sector and in 
the investment community have argued about in this approach that 
we have had to buy back Canada, where we are taking our dollars 
and buying back a corporation that is US-owned and giving the 
money to the markets, is that is where we lose the money. But 
certainly not the case with one Canadian corporation taking over 
another; those dollars stay inside. I take a dollar out of my bank 
accountjssgive- tito yyoumandeyomrdépositeithraght back” 2nto Ene 
backeiaccount.! bts tthe same: dolar. 


4:20 p.m. 


Mrs WilPiamsirlisbawiemighty jJustes invenrecthonitiis .gmorning 
the Coalition for Pension Reform seemed to take issue with that. 
They felt that, because within the free enterprise system and the 
private marketplace there has been activity in corporate 
takeovers, somehow that was taking money out of the system. 


I was trying to get them this morning to explain to the 
committee how that was detracting from this money working in the 
private sector and helping to stimulate the economy. I do not know 
that they really were able to answer that question as well as you 
have. 


Mr. Brandt: Another question, Mr. Chairman, is an 
connection with legislative changes. 


I believe in your earlier address you acknowledged that 
there were problems with the private sector pensions in particular 
that would require some mandatory changes on the part of 
government to correct some of the obvious inequities. Could you 
perhaps outline some problems that your group have talked about? 


4g 


Yououcovered Pesome pOfee then-nin: “your > brief «but there sAwereyothe 
guestions of vesting, disclosure, portability. 


POontabi ti ty een pahticularO1! $thinka-Ts? (ne Do£ sthesareds sof 
very serious concern. We have had representations made by previous 
groups of the private sector indicating they are quite prepared to 
move” iny the’ direction of" full and complete  portability,: which ‘is 
One of the very inherent and obvious weaknesses in the present 
plan. 


DO you perceive any resistance from this committee, as an 
example, coming up with legislated mandatory changes in that 
direction? Could you perhaps just give us a bit of a summation of 
what the position is of your group? 


Men Sveck#.Certaaniywmour group sisi veryorymuchs ~ngesupport 
of full vesting and full portability. However, the problems arise 
as follows: In many pension plans what is really happening today, 
depenadung ton alemzx Gof _agesstwithin’-a Sparticularitcorporationy jis 
that the younger people are now paying for the potential benefits 
to be received by those who will retire the earliest. 


Whereas we can go along with full vesting and full 
portability, what happens if, say, everybody who is under 40 says: 
"That'Ls JuSt- Greate, TPrani’going ‘to 'take’all -this money out) landal 
am going ‘to put’ it “intoemy “own vested cportableigsystem"“?ieWhat 
happens to the new tremendously underfunded liability now in that 
corporation? 


fhe hinkoliie youthtake: dedlook <atyeitn frome athiongern=term 
perspective-- 


Mr. (@ureatz:? si itieeinfunded? Because; yi ify youliane taking 
the money out, the corporation is not obligated to pay him anyway. 


Mr. iStecksenNno.7* Them conrporation-swill, ,pay, = the eiguy i-whosris 
under 40. It really is a time difference in terms of the benefits. 


Ae lotao fiucorpotatiognsselégrantrayou;y noteamwhoteaheck soipa 
lot, and I am not Saying necessarily there should be--have had a 
rule that your final pension is vested at 75 per cent of your last 
five years--three best of your last five years. Given what has 
happened stoldinflationisowerevéhesilasta numbenglofenyears, athat 
individual has not contributed anywhere near that amount into his 
pension that he has been given the right to receive. Those 
donations have to come from somebody. 


What the whole system has been geared up to is basically, we 
have a younger crew coming in. It has been all fine because of the 
baby boom to supplement it. 


Mauve CunéatztPAhymsolutiondsto: > thatey iCutiwheckmonicwhat ¢ you 
are entitled to? 


Mrs MSteck?h Reabistically yp! any) i progranmfssthatscis ]putosaanto 
effect clearly must have a total phasing program. I think it is 
unrealistic to assume that tomorrow there will be full vesting and 
fai] “portability. ‘TIt-would Del-great to Happen) *sbutel think the 


50 
olderafolk mightrget! it fim sehe necks aplietie. 


Mr. Peterson: What will “that do, to. the “stock smarket aLor 
the various balance sheets of various companies? 


MroamStecks. To abes,qu lites: honest w hth -/ vous,Ggibi 4yVotiaswentpaco 
full vesting and full portability tomorrow--I would like to think 
iteoute aswhitetle.smore,y i dut cat: GinstasblLush, sibewould.isayaa ts would 
probably help us. 


Mr. McClellan: Was it the president of Westinghouse who. 
was here yestereday and said we could do it in a year; we could 
phase it in over 12 months? 


Mr .nStecker Leram’ 1isune eCertaing) GorporatLronsdacoulday ham 
just saying there might be other corporations that have been far 
more generous. I am not Saying Westinghouse hasn't been, but those 
that have been very generous in their programs might have a little 
bit. more; ditficultysinsdoingethat. 


Mr. Peterson: It iS going to create a lot of immediate 
unfunded liability; there is no question about that. 


Mr. Cureatz: A supplementary to Mr. Brandt's question in 
the light of the fact that there is a strong possibility committee 
members do appreciate some joint areas of concern, of which 
portability and vesting are two, and we are probably going to 
Suggest proposed legislation. Now in your mind phasing in, 
although you prefer not to have legislation, as I gather-- 


Mr. Steck: kePhat iis tinot jitrueserRegardinge portababety. Janda 
vesting, our committee is strongly supportive of those. 


Mr. Brandt: And you are prepared to accept legislation 
on that--realistic legislation. 


Mra Steckis AdcilevI qnamecsuggestingmfrom «<a practical” point.ot 
view is, please do the financial flow numbers to ensure you really 
don't devastate a large number of older people. 


Mo. “Brandt: aMr.é\Chaitmamag Ic thavewrtorafaise mehicw question 
Or I know Ross will go home very disappointed and unhappy tonight. 
It is in connection with certain government pension plans that are 
indexed without requiring the kind of disciplined funding that is 
required in the private sector. 


I have suggested that perhaps is inappropriate, that perhaps 
the taxpayer generally is paying the burden, and that in many 
instances an impoverished taxpayer iS carrying the burden for 
those people who are receiving a very attractive and enhanced form 
of pension. I think you were here when this question was raised 
earlier. I wonder what your response to that might be. 


Mr Se iSteck:inLethumeeaflitst setedleseyoucugthatinewlevesy auch 
appreciate that question. I am sorry I didn't put our thoughts 
down. 


Mr. Cureatz: This sounds like question period when one 
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of our back-benchers asks a minister a question. 


Mr .2sBrandl:thr haverenevermmetemriersteck buntilesytoday. eHow 
could I possibly set this question up when I have no idea what his 
response might be? 


Mr. Steck: I think that anybody who truly believes--you 
commented earlier, I guess, if everything in this world were 
indexed, everything would be fine. The truth is, everything in 
thiseworld’is not: indexed, wnor “can it’ be, ‘nor ‘should *it) be. 


There are a lot of members of my own industry who believe 
the thing to do is to have really high interest rates so that you 
reallyeknock@eout everythinglend>-for-one sdon *eebébtrevetithat) athally 
ipivelwevey chereirare Calinumber= of-’other. things! that .ioneicantdo and 
that high interest rates are, in and of themselves, extremely 
inflationary. 


On the issue of indexation--I had better be-careful in my 
Ghoeree o£ -words bute lt ethinkmit ‘iseterrible: 


Mr. Brandt: Undisciplined. Would that be a good word? 
Minmoeeck:  roOtally undisciplined. 
Mr. Chairman: That caps the meeting, really. 


Mr. McClellan: You could characterize Ontario's pension 
plans as both fully indexed and undisciplined, could you not, 
given the problems with the federal pension plans that you are 
dealing with? 


Mr. Steck: I am just talking generally. I believe I was 
asked a general question, and I answered it generally. 


Mrs Chairmanss It:chas*» almost. become: an’ "in" joke sins terms 
Ore thrsiiword’ "disciplined," and really’ it “has” a tvery> legitimate 
connotation. I think Mr. Brandt was uSing it in a proper sense, 
but there has been some dispute internally in connection with the 
use of that word. 


Do you feel vindicated now, Mr. Brandt? 


Mr. BrandbeniNotiventirely, MrewiChailmman;ys because’ iI rethink 
there are certain members of the committee who perhaps don't 
understand the word "discipline" as it applies to the public and 
private sectors. 


There is one other question I know Mr. McClellan would like 
to raise if time allows, and that is how Mr. Steck might respond 
to the doubling of the CPP and to indexing and the impact that 
might have on the Canadian economy. There are certain members of 
the committee who feel that really would be something we could 
just absorb without any problem, and I don't happen to share that 
view with quite the same degree of comfort that other members do. 


I know it is a question you would like to have an answer to. 


a2 
Mr. McClellan: You asked him that five minutes ago. 
Mr. Brandt: I did not ask that question. 
4350 soem. 


Moo iChainnans.. Lsigrthata question: © susceptible. toe atatarsly 
quick response, Mr. Steck? Or is it of a macro nature? 


Mr... Steck /iucan -simply! say «chat-- 

Mr. Brandt: Would it be devastating? 
Mr. Steck: --these are understatements. 
Mr. McClellan: (Inaudible) 


Mr. Brandt: The reason I use the word "devastating," Mr. 
Steck, with respect, is that if you are talking about $28 billion 
in the CPP and the QPP, uSing your numbers, you would effectively 
dry upiithertcapital funds® of@this \country, for stall Sintentsssand 
purposes, if you doubled the CPP and if you indexed in the way 
that some of members of the committee are suggesting. IS that 
reasonable? 


Mr. Steck: Uneguivocally, I state zt would be 
devastating. 


Mov VBrandt? oThank uyvour 


Mr. Chairmansofhank® yous very" much*Qa0ni Sthatwihaghttnol e ,auL 
want ‘to thank® you, "Mr. Steck and Miss” Urquhart, *for appearing 
before the committee today. You certainly have elicited some 
interesting questions and conversation. I appreciate your taking 
the time to come before us. 


Moa! Steck: «Thank 7 you Spee gust) might paddipithiate. ira itnere 
arewmospecifizer ethingsye yourgwoukd ' abrkeymusgetog: hook ft ca tiouin gaour 
deliberations, perhaps you could do so and we would be more than 
pleased to do so. 


Mr. Peterson: I am particularly interested in your view 
of the excess interest plan. 


MrvciSteck a Wentwilbotiget eithate Otherassthansjthat,e7k thank 
you all very much for giving us the opportunity to present our 
views. 


Meee Chainrmaric Mme wSteck; mebefotbe Ciydud Weave; «Muar iwells 
Bentley has one area where he feels could be of help to the 
committee, 


Mr. Bentley: I. would) like you to go back and..take areal 
look at your concept of the effect of vesting. It will not create 
the unfunded liabilities, because bucks go in year by year. When 
you are talking about a final-pay plan projecting the benefits 
into the future, and if somebody leaves before he reaches that 
Stage, all he gets is the benefits at the level of salary that he 
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LS at now. 


AS long as the employer has met the prefunding requirements 
under the Pension Benefits Act, the bucks are there to provide 
that benefit. So the transferability can be made, whether this is 
a jointly funded plan with the employer and the employee 
contributing or whether it is solely done by the employer. 


So I would suggest that your committee take a look at the 
impact of vesting, whether Tie is five-year--as you 
suggested--immediate, or whatever, because the ramifications are 
not quite as you have described them to the committee. 


Mr. Steck: I just might add that I believe in the Haley 
commission report there was the five years; thereafter, the 
company's part is vested. 


Mr. Bentley: yes. 


Mina oLeCh meNeCmsuUppOLt that. My only point earlier. was 
Simply that the financial flows, when you really go through it--it 
Lem veCLy. Cacsy tO, sey | double CPP" “and so. on and so £orth. [t “is 
just critical (inaudible) -- 


Mr. Bentley: No. It comes back to the-- 
Mimo Cech. ur teSUDDOL tatnemconcept. 


Mir eDentley se sves. It comes, back. to, the \concept of ‘am buck 
is a buck, whether it stays in the pension plan or moves with the 
india Vidual, souCyi1£ gaplanwisstully funded, it-does not; affect. the 
funded status of a plan when an individual moves out whether he 
takes his bucks with him or leaves them in the fund. 


Mr eStecks ss NOnwew Out avadew was that, 1£ dt “isi atter. “the 
five years that the corporation has contributed, that goes with 
the individual-- 


Migs DellCley amr blomicomoOcSs 81S lt iCcoOSts = thessemplover smore 
bucks, because that becomes irrevocably the right of the employee. 


Mr Steck? Yes. 


Mr. Chairman: Anyway, Mr. Steck, you might just review 
that particular area of vesting, because it iS an area that the 
committee is going to have to make a recommendation on. If you 
have something further that you would wish to add, then we would 
be happy to receive it. 


Gentlemen, our next meeting has been scheduled for September 
21 at 10 a.m. I am not sure whether we can have this particular 
room, but we will advise you of the location. Until then-- 


Moc epranat: “Will. we. be getting «a copy (of “Mr. ‘Steck's 
presentation? 


Mr. “Chairman: It is all.on tape, Mr. Brandt. 


Mr. 
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Brandes rAd Bergh 


Mr. Chairman: And we are having it transcribed. 


The 
September 


The 


committee now stands adjourned 
adet 


committee adjourned at 4:34 p.m. 
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